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PROGRAM OF THE FORTIETH ANNUAL MEETING 
[vespay, December 27 


10:00 a.m. Rounp Tasie Discussions 


1. Land Economics 
Chairman, Richard T. Ely, Northwestern University 


SPEAKERS: 
R. T. Ely: Remarks on the Scope of Land Economics 
Robert M. Haig, Columbia University: Some Unsolved Problems in the 
Economics of Land Planning 


Discussion: 
B. H. Hibbard, University of Wisconsin 
J. V. Van Sickle, University of Michigan 
Miss Harlean James, American Civic Association 
L. C. Gray, U. S. Department of Agriculture: The Scope of and Objectives 
of Research in Land Economics and Real Estate 


Discussion: 
FE. M. Fisher, University of Michigan 
G. S. Wehrwein, Northwestern University 
2. Marketing: Recent Developments in Distribution 
Chairman, C. E. Griffin, University of Michigan 


Discussion: 
Fred E. Clark, Northwestern University 
Melvin T. Copeland, Harvard University 
E. A. Filene, President, William Filene’s Sons Company, Boston 


8. The Present Status and Future Prospects of Quantitative Economics 
Chairman, F. C. Mills, Columbia University 


Discussion: 
W. C. Mitchell, Columbia University 
Jacob Viner, University of Chicago 
E. B. Wilson, Harvard University 
J. H. Hollander, Johns Hopkins University 
F, W. Taussig, Harvard University 
J. C. Cobb, Boston, Massachusetts 
John D. Black, Harvard University 
E. E. Day, University of Michigan 
T. S. Adams, Yale University 
2:30 p.m. Finst Session (Joint Meeting with American Statistical Association) 
Presiding Officer: Grorce E. Rogerts, New York City 
General Topic: Post-War Price Movements 
-aper: Post-War Fluctuations of Commodity Prices 
Lionel D. Edie, University of Chicago 
Paper: Post-War Prices and Pre-War Trends’ 
F. C. Mills, Columbia University 
Discussion : 
H. Parker Willis, Columbia University’ 
E. W. Kemmerer, Princeton University 
Carl Snyder, Federal Reserve Bank of New York’ 
C. O. Hardy, Robert Brookings Graduate School 


? Will be published by American Statistical Association. 
*No manuscript submitted, 
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n GENERAL Topic: SIMPLIFICATION OF THE FepERAL INcomE Tax 
Papers: Hon. W. R. Green, Chairman of the Committee on Ways and Means, 


House of Representatives 
toy G. Blakey, Institute of Economics 


Discussion: 
Hon Cordell Hull, House of Representatives’ 
Robert M. Haig, Columbia University 
A. W. Gregg, former General Counsel, Bureau of Internal Revenue’ 
Middleton Beaman, Legislative Counsel, House of Representatives" 


8:00 p.m. Fourrn Session (Joint Meeting with American Association for Labor 
Legislation) 
Presiding Officer: John R. Commons, University of Wisconsin 
GenerAat Toric: Economic anp Socrat Aspects or INcREASED PRopvucTIVE 
EFFICIENCY 
Paper: The Economic Significance of the Increased Efficiency of American 
Industry 
Woodlief Thomas, Division of Research and Statistics, Federal Reserve 
Board 
Paper: An Approach to the Law of Production and Its Relation to the Wel- 
fare of the Wage-Earner 
Paul H. Douglas, University of Chicago, and C. W. Cobb, Amherst College 
DISCUSSION : 
Sidney Hillman, President, Amalgamated Clothing Workers of America’ 
Sumner H. Slichter, Cornell University 
John D. Black, Harvard University 


Tuvurspay, December 29 
10:00 a.m. Firtn Session 
Presiding Officer: Hon. B. H. Meyer, Chairman, Interstate Commerce 
Commission 
Genera Toric: VALuation oF Pusiic 
Paper: The Meaning of Valuation 
Arthur T. Hadley, President-emeritus, Yale University 
Paper: Railroad Valuation with Special Reference to the O'Fallon Decision 
J.C. Bonbright, Columbia University 
DISCUSSION : 


I. L. Sharfman, University of Michigan 
H. G. Brown, University of Missouri 
John H. Sherman, Lake Forest College 


2:30 p.m. SrxtH SEssion 
Presiding Officer: F. A. Fetter, Princeton University 
Generat Toric: Prices, anp Prorirs 


Paper: The So-called Downward Trend of the Rate of Interest* 
Josef Schumpeter, Bonn University 


Paper: Interest Rates as Factors in the Business Cycle 
Waldo F. Mitchell, DePauw University 


*No manuscript submitted. 
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ROUND TABLE DISCUSSIONS 


LAND ECONOMICS 
Ricuarp Chairman 


R. T. Evy.—By land we mean natural resources and land economics is 
the science that “deals with those human relationships among men which 
arise out of the utilization of land.’ Old economic treatises have given less 
attention to land than to the other factors of production and even their 
treatment of land income under the term rent is far removed from reality. 

Land economics gives a new approach to old questions. ‘Take taxation, 
for example. Professor J. V. Van Sickle approaches the subject from the 
point of view of the land economist in his article in the Quarterly Journal of 
Economics, November, 1927, when he discusses taxation in the light of land 
classification. Other similar problems suggest themselves at once, such as 
the relation of taxation to the conservation of our forest resources, to the 
agricultural surplus, to our excessive urban expansion, to the housing ques 
tion. The mere mention of these problems indicates the significance of the 
contribution that land economics has to make. 

A still larger conception of its scope is to be had when we realize the 
close relationship existing between all industries and our natural resources. 
The railways serve as a conspicuous example; also the construction industry. 
Land economics is contributing to the development of the economic aspects of 
these and other industries, particularly as they relate to the ownership and 
utilization of natural resources and in so doing is enriching the whole field 
of economics of which it is a part. 


R. M. Harc.—City and regional planners today are genuinely concerned 
about the economic and financial soundness of their proposals. Their “plan” 
rests upon assumptions regarding land uses and consists largely of sugges- 
tions for public works designed to give each section of the area an equip- 
ment of transportation facilities, streets and boulevards, bridges and tun- 
nels, parks and playgrounds, etc., appropriate to the uses to which the land 
is supposed to be best adapted. The construction of these public works 
involves large costs. ‘The economic soundness of the proposals is to be 
measured by comparing these costs with all the benefits produced. The 
program of public works should be pushed to the point where the benefits no 
longer offset the costs. But to what extent can the benefits be identified and 
traced? To what extent do they attach to land? To what extent should 
the land be levied upon specifically to meet the costs of the public works? 
Can and should the method of financing the improvements be so arranged 
as to supply in itself a constant and accurate check upon the character of 
and the extent to which the program of improvements should be carried out? 
Can and should the financial plan adopted to meet the cost of the improve 
ments be made to operate as a positive force making for rationality in the 
order and character of land utilization? 

Three general methods of paying for public improvements are in com 
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But there are still further complications. Is a pricing policy which 
charges five cents alike for a ride of thirty miles and for a ride of thirty rods 
conducive to a well-ordered and economically sound program of urban land 
utilization, or will it tend to subsidize the utilization of land which is eco- 
nomically unripe, at the expense of the land which is ready for utilization? 

In view of the questions which have been raised regarding the character 
of the increases in land values which have accompanied the construction 
of public improvements, it must be clear that this is no simple matter. Its 
consideration involves a review of the other two methods of paying for public 
improvements; namely, special assessments and general taxation. When one 
searches the literature of public finance for aid in an attempt to analyze 
the behavior of land values when an area is being equipped with public 
works which are financed only partly or not at all by the method of pricing, 
one finds the cupboard practically bare. For example, special assessments, 
according to Rosewater, are the imposition laid upon property owners in 
order to defray the expenses “‘in those numerous cases where municipal im 


provements result in distinct and traceable advances in the value of adjacent 


real estate. This definition, however, assumes an answer to the question 
which is here being propounded. What kinds of municipal improvements 
result in distinct and traceable advances in the value of land and under what 
circumstances? The books do not analyze this question. 


If one compiles a list of the kinds of municipal improvements which are 


‘financed by special assessments, qualifying for the use of this special as- 


sessment method on the ground that they “result in distinct and traceable ad- 
vances” in the value of real estate, one finds one has a strange assortment. 
These municipal improvements range from an asset as permanent as the 
road bed of a street to a service as ephemeral as the sprinkling of an asphalt 
pavement on a hot summer day. It may fairly be asked whether there is 
anything among the desires of civilized man which may conceivably result 
in distinct and traceable advances in the value of real estate if offered in 
conjunction with real estate and financed entirely by special assessments. 
To the extent that desired goods and services are prepaid by the owner of 
the plot, selling prices of land can be increased and these goods and services 
virtually resold as merchandise. By definition, the municipal improvement 
must be capable of being shifted. Apparently anything can be financed in 
this manner to whose utilization the ownership or lease of the land can be 
made a condition, provided that thing is in demand by the people seeking 
the land. Of course, they will not pay more for it than the amount they 
would be forced to pay if they selected some other plot in all other respects 
similar. But within these general limitations, it seems possible to build up 
the selling value of land indefinitely. 

In analyzing the possibilities of increases in land values throug] 
process of prepaying the costs of improvement and recouping by a mark 
up of real estate prices, the discussion has been in terms of “advances” in 


values. “Advances” from what? From zero? From some previous level! 
What has determined the previous level? Do the various advances stand in 


Special Assessment, (New York, 1893), p. 9. 
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may be erected a superstructure of value, consisting of prepayments for 


yarious goods and services in demand by the occupiers of the land and the 
enjoyment of which can be made an incident of tenure. The limits applying 
to this superstructure are quite different from those applying to improv 


ments for obstacle removal. 


To the city planner, then, one may reply that the extent to which he may 


properly depe nd upon special assessments depends largely upon what the 


people have come to expect in the way of special charges on the land for 


obstacle removal and upon what one can sell them in the way of ‘‘s iper- 
structure.” 

Many improvements commonly financed by special assessments could con 
ceivably be priced directly to the user without the formality of imparting 
an increased value to the land and of then proceeding to recover it. In many 
cases the real beneficiaries can be identified and the extent of their benefit 
more accurately determined near the source (as when the subway rider 
pays his fare than later in the process after the advantage of a service 
rendered below cost has been reflected in land values. 

The property tax is depended upon by American municipalities generally 
for the bulk of their general tax revenue and this tax is rapidly becoming 
merely a real estate tax. ‘There is little correspondence between the tax 


bill rendered on individual property owners in American cities and the 
value of the services specifically rendered to them. ‘The orthodox analysis 
of the incidence of the real estate tax has been formulated with almost no 
regard to the purposes for which the revenue is expended. If the levy 
of a certain rate on real estate carries with it an implied promise to supply 
public improvements from the proceeds of that rate, improvements which 
would otherwise be financed by prices or by special assessments, can it be 
fairly concluded that land values will be depressed by an amount equal to 
the capitalization of the tax rate? 

Since this is a round table for the discussion of problems, the speaker may 
be forgiven for feeling justified in raising issues rather than disposing of 
them. ‘The purpose of the paper has been accomplished if it has made 
clear that our present analysis of the behavior of urban land values is quite 
inadequate to serve as the basis for the formulation of a sound and defensible 
program for financing a comprehensive city plan. Here lies a group of 
unsolved problems in the economics of land planning, to which it would be 
well for a group of economists, equipped with the technique of modern 


quantitative research, to address themselves. 


B. H. Hissarp.—The remark is frequently heard nowadays that it is 
too late to institute a program of land classification. ‘Two replies may be 
made to this statement. In the first place, we have had a land classifica 
tion in progress for a long time and there should be no disposition to criti- 
cize it. The only trouble is that it is inadequate. In the second place, 
a careful view of the situation will dispel any notion that the time for tak 
ing stock of the land supply is past. A plan to guide settlement may no 
longer have the great possibilities it once had but the government still owns 


about 170.000.000 acres of land, some of which is useful for agriculture of 
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provide the indispensable basis for intelligent land planning and at the same 
time minimize its necessary scope. 

The second important way of minimizing the scope of land planning is by 
emedving certain defects in our local general property tax. In general, our 


local tax system affects adversely lands marginal between two uses, forc- 


ing them out of one use before they are needed in a higher use. In this proc 
ess of shifting from one use to another there are individual losses as well as 
social losses. Primarily because of the individual losses there has developed 


a popular demand for zoning. ‘The effort is made to protect a district 
not only from nuisances but also from uses that enhance land values. ‘Thus 
the scope of land planning is unnecessarily enlarged with increased risks 
of social waste. It may permanently shunt business expansion into less d 
sirable channels. ‘Tremendous foresight, responsibility, and flexibility ar 
necessary, if zoning is not to bring in its wake unlooked for social costs 

The likelihood that it will bring such costs in its wake can be greatly re 
duced by the substitution of a classified land tax for our existing method. 
In the case of urban land the classification would be the same as the zoning 
classification. Within each district the tax would be based upon values de 
termined by the predominant use, instead of upon market values. Between 
assessment periods the intrusion of a higher use would in no wise increas¢ 
the burden on adjacent properties. Hence, there would be no need to 
ban any more productive use simply because it tended to enhance land values, 
provided that in other respects it was compatible with the prevailing use. 
Thus the scope of zoning could be reduced. 

Moreover, the slow intrusion of higher uses would safeguard the com 
munity from the danger of any serious warping of urban expansion out of 
the most desirable pattern, and at the same time afford the zoning authority 
valuable evidence regarding the time for and the extent of reclassification of 
districts. ‘The task of the zoning authority would rather be that of ratifying 


what constructive private initiative had already decreed. 


Miss Haritean James.—There is need for a co-ordination of urban zoning 
with a comprehensive regional plan, that will take account of highway plans, 
traffic regulations, and be adapted to the topography of the city and its 
environment. 

In his discussion of the financing of improvements in urban areas, Pro- 
fessor Haig has raised some exceedingly interesting questions. ‘The “user” 
principle of paying for public improvements presents a fairly painless 
method but, as Professor Haig indicates, it is not necessarily equitable in its 
relation to land values directly traceable to the improvement. 

On the other hand, the special assessment plan may, and often does, bring 
a pyramiding of special assessments for different improvements which re 
quire a property owner to pay six or seven assessments for simultaneous pub- 
lic improvements which the owner may or may not have desired. Thus we 
see that this plan is capable of a haphazard application hardly scientific. In 
the laying out of new subdivisions there is much to be said for a law which 
requires the utilities to be installed before lots can be sold for building pur 
poses. Sooner or later the purchaser of an unimproved lot will be called 
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Briefly stated, the kernel of the doctrine is that the area in use tends to 
reach an equilibrium at the point where output and input are equal, to use 
recently coined terms, and tends to expand or contract respectively as output 
exceeds or falls short of input. Marshall found it desirable to allow for 


the influence of expected increment in land value, although this was prob 


ably intrinsic in the Ricardian theory of long time, rather than current, 
relationship of output and input. However, after eight years observation of 


ar 
the success of supersalesmanship and of reclamation boosters in forcing land 


into use and of noting how tenaciously farmers cling to a homestead after 


it has become hopelessly unprofitable, I am inclined to seek a more realistic 
philosophy of land utilization. 

I am particularly desirous of some more precise method than Ricardo 
furnished for determining what land is marginal and what is submarginal. 
One hears these terms on all sides in the discussion of the farm problem 
and various proposals for dealing with such lands; but when one tries to find 
land so poor that it may be called marginal one finds on it varying per 
centages of the farmers making good profits, and on land supposedly super 
marginal varying proportions of the farmers losing money on their opera- 
tions. ‘These facts may probably be explained under the Ricardian theory 
as variations in efficiency of labor and capital, but this does not help much 
in determining what land we should regard as marginal or submarginal for 
purposes of land utilization policy. 

It is, of course, not my purpose to criticize the Ricardian theory of rent. 
I therefore return to the conclusion that land economists should address 
themselves to the task of building up an inductive philosophy of the be 


havior of land under various conditions of valuation and utilization. If we 
are farther along in the development of scientific methods of valuing urban 
land, it is because the classical theories were earlier abandoned in this case 
and valuation was developed on the basis of a study of behavior. Neverthe 


less, in the case of urban land, as well as of t] 


rural, there is need for further 
research. 


On the basis of the Ricardian theory there has been d 


ie ve lope d a progr: m 
for reforming the rédle of land in the distribution and production of wealth. 
Briefly stated, it holds that the taxation of improvements tends to dis 
courage the utilization of land, whereas the removal of taxes from improve- 
ments and from other tax-bearers and concentrating them on land would 
so stimulate the process of utilization of land and of production that poverty 
would soon disappear. Without undertaking to criticize the assumption that 
the proposed change in taxation would tend to stimulate the process of land 
utilization, I wish to maintain that a realistic approach to the problems of 
land utilization will indicate that such «4 process of stimulation is just the 
thing that should be avoided at all costs. 

One of the central tasks of the land economist, then, is to acquire by 
research a fuller knowledge of the operation and effects of the forces which 
govern the expansion and contraction of land utilization in all of the several 
kinds of land, and on the basis of this fuller knowledge to seek to promote 


a more orderly and less wasteful process. 
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similar study will show how city growth is dependent upon industry and to 
what extent it is independent of it. Another of similar nature is the study 
of the forces governing the direction of growth of cities. 

Still more fundamental to the science of land economics is the study of 
the distribution of the land resources of the urban area between the different 
uses and the changes in the distribution wrought by growth. This study 
must be made of a large number of communities with the data segregrated 
on a geographical basis so that the different re lationships can be studied. 
Here uniform forces are doubtless asserting themselves whose discovery and 
enunciation will bring far-reaching assistance to city planners, real estate 
dealers, and investors in income-producing properties. 

One of the most perplexing and significant problems confronting property 
owners and civic authorities is that of building height limitations. We may 
be safe in inferring that the economic limitation of building heights is the 
only one that will be permanently effective; but even if we accept that 
philosophy, we have little to guide us in judging what that economic limita- 
tion is. By studies similar to the one made recently by Dr. W. C. Clark, 
it would seem possible to arrive at a general conclusion as to the proportions 
which may exist between the size of the plot, the intensity of the use, and 
the other factors that enter into the problem. 

Another study of equal importance is that of obsolescence in buildings, 
particularly in office structures. In a day of reinforced concrete buildings, 
fhe element of depreciation is practically insignificant except in connection 
with equipment, but obsolescence seems to be even swifter than before. The 
approach to this problem appears to be through a study of the replacement 
of buildings, or the differential in the rents which older buildings are able to 
command as compared with other structures newer but similarly located 

These are but a few of the immediate practical problems which press for 
examination. But few data are at present available with which to work. 
Beyond doubt there are scores of others which are equally important and 
just as urgent. But these may suffice to indicate the method of approach 
and some of the interesting opportunities that exist in the field. They may 
point to the contribution which may be made to public policy and to private 


guidance in the investment of funds in real estate. 


G. S. Weurwein.—I would like to emphasize several points suggested 
by previous speakers. One of these is research in land valuation. We have 
not yet worked out a method of valuation suitable to American conditions. 
In a nation where land values are, rightly or wrongly, expected to increase 
continuously, little attention has been given to value based on economic 
productivity. It has been said that land normally yields a low return. 
Part of this is the result of the overvaluation of land and the economist 
can do much to establish a rational basis for land values. 

In land tenure more emphasis ought to be given to the place of credit as 
a means of climbing the “agricultural ladder.’ In a study made by the 
Institute for Research in Land Economics and Public Utilities of an area 
with practically no tenants, it was found that local credit was sufficient to 
take care of the transfer of property from one generation to another or 
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nder the title of ““Land Economics, Urban Land Economics,” or ‘Real 
state Fundamentals” and that from this field of principles we find radiat 
ng a dozen or more specialized branches, the relative importance of which it 
is still difficult to evaluate. It is clear, however, that there is a rapidly 
growing appreciation on the part of both edu ational institutions and men 
of affairs of the vital importance of this field which deals with many of 
the most difficult and fundamental problems of our economic system. <A: 


rdingly, we have reason to expect the steady growth not only in numbers 


it also in q' lit as continuous research sneas mor and more light upon 
ms which we are only beginning to appreciat 
MARKETING 
C. E. Gru Che 
Che marketing round ta ession sd ed to a discussion of “‘Recent 
'rends in Distribution.” The specific developments sele ted for considera 
n were “The Present Status of Wholesale Trade.” “The Present Status 
nd Future Prospects of Chains of Department Stores,”” and “Hand-to 
Mouth Buying.” Papers on those subjects v presented by Melvin T. 


Copeland, Edward A. Filene, and Fred E. Clark, respectively. The dis 
cussion was led by Theodore N. Beckman, Carl N. Schmalz, and Harry 


R. Tosdal. Abstracts of the papers are presente 


Metvin T. Corpetanp.—Nowhere in the Un is wholesale busi 
ness being conducted by settled methods. ‘This fact is indicated by a re 
view of the conditions existing in various ty} holesale track t the 
present time. A fundamental struggle as to how the wholesale function is 
to be performed is under way and many wholesalers still are dodging the 
real issue. The wholesale function must be performed, but the wholesale 
merchant is not in a position to dictate how it is to be periormed He is 

a middleman and must serve the interes f manufacturers and retailers. 

A large part of the unsettlement in the wholesale trade can be ascribed to 
the radical changes which have taken place in the manufacturing and retail 


trades. One important development has been national advertising of trade 


marked goods by manufacturers. When a manufacturer places a_ trade 


mark on his goods and advertises them to consumers, he is making his own 
business more stable and is placing the wholesaler, and perhaps the retailer, 


too, in a different position from that which those merchants previously 
have held. 
In order to promote sales of their products, furthermore, numero 
] 
facturers have employed missionary salesmen and, in 
taken to make drop shipments to retailers—all of which has affected the 
status of the wholesaler. 
In the retail trade the growth of chain stores and the activit 


ot re 
tailers’ co operative buying associations and buying syndicates have influ 
enced the wholesalers. The chief customers of the wholesalers dealing in 


consumers’ goods are unit stores. ‘These unit stores have been vulnerable to 


Assoc tation 


chain sto! ade the wholesalers equally vulner- 
able 

Withi s, finally, certain practices have con 
tril mands for wider gross margin; 
hand-t nadequate methods of stock control 
and sal nana private brands by wholesalers. 
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Increased leis sing power have aided the introduc- 
tion of styles, a rs naturally buy carefully and in mini- 


The grc en of the importance of careful 
stock control ha t and permanent cause of the increase 
in hand-to-1 h this began long before the War, 
the post-war ibject from the field of academic 
discussion and 1reful means of stock control as an ac- 
cepted | ] 
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and of style forecasting from dealers to manufacturers. But perhaps the 
result of greatest interest is the effect on costs of production and distribu 
tion, with consequent effects in prices. 

Here information is still lacking, and the ultimate effects will undoubtedly 
vary from industry to industry. It seems reasonable to assume that in many 
cases smaller lots have been run through the factory, and to the extent 
that these runs are smaller than the most economical runs which may be 
possible with larger orders, costs have risen. ‘This has very likely been 
true of special order industries. In the case of standardized products, on 
the other hand, while individual orders may be small, total runs can be 
large and so economical. 

Distribution costs are probably greater. Smaller orders mean greater 
transportation, selling, and clerical costs; in some cases, incre ased storage 
costs. But these are offset—to what extent we do not know—by the greater 
fluidity of stocks and fewer mark-downs. 

If costs are higher as a result of hand-to-mouth buying, it is likely that 
there will be a return to larger orders, particularly in staple lines where 
style is unimportant and price is predominant. In style lines it is not so 
clear that this will result, for the higher costs may well be passed on to the 
consumer as a part of the price he pays for having style goods. 

Finally, there seems to be general agreement that hand-to-mouth buying 
tends toward more stable business and to fewer peaks and depressions in the 
‘industrial field. Consumer purchases have proved to be remarkably stable 
from year to year, and since this new development brings manufacture and 
stocks into close accord, it leads to fewer excess stocks and so minimizes 


peaks and depressions. 


Epwarp A. Firene.—Chains of department stores will, before very long, 
dominate the retail field. We are right now in the midst of epoch making 
changes in methods of distribution. Mass production has made mass dis- 
tribution necessary. Although production costs are constantly decreasing, 
due to mass production methods, the spre ad between the production cost 
and what the consumer pays is on the average greater today than when 
I entered the retail business some forty years ago. Certain types of retail 
ing are in effect dams in the stream of distribution—a stream which should 
be broad, deep, and swift flowing. 

Chain stores have shown how to remove many of the obstructions in 
the distribution stream. It is true that as yet department stores have not 
been hard pressed. But unless they organize so as to conform to the new 
trend in distribution methods, chain stores will so organize that they will 
combine the advantage of the department stores with the manifest advan 
tages which the chains already have. In one way or another great chains 
of department stores are certain to develop. One way is for the existing 
department stores to form themselves into chains. Fach department of each 
store will then become a unit of a chain of similar departments. There 
will be chains within chains. If department stores fail to do this, then the 


existing chains in different lines will get together. They will occupy build- 
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One of the first chains of department stores was the J. C. Penney Com- 
i nty-five years ago with one store. From the begin 


y and rapidly. Since 1914 the number of stores has 


reased 1452 per cent an 1 the ave rage sales per store have increased 183 
r cent. It now operates, according to the latest available statistics, 885 
res. During recent years several centrally owned groups of large de 

irtment stores have be en forme 1. There are, tor instance, suc h groups as 


following: R. H. Macy and Company, which has a large New York 


tore, also owns or controls the stores of La Salle and Koch, Te lk lo, and 
}avison-Paxon-Stokes, Atlanta. The May Department Stores now number 

x. Gimbel Brothers have great department stores in New York, Philadel 
phia, and Milwaukee, and own or control the two large Saks stores in New 
York and Kaufmann and Baer, Pittsburgh. The Associated Dry Goods Cor 

ration owns the following department stores: James McCreery Company, 
New York; Hahne and Company, Newark; Stewart and Company, Balti 
more; Wm. Hengerer Company, Buffalo; Powers Mercantile Company, Min 
neapolis; J. N. Adams and Company, Buffalo; Stewart Dry Goods Com 

ny, Louisville; and controls under part ownership, C. C. G. Gunther's 
Sons and Lord and Taylor in New York. On the Pacific Coast, B. F. 
Schlesinger and Sons, Inc., owns department stores in San Francisco, Oak 

nd, Portland, and Tacoma. In the Middle West, Scruggs-Vandervoort 
Barney, of St. Louis, have acquired the S. L. White Company store in 
Columbus, Ohio, and the Denver Dry Goods Company in Denver. In the 
South, the City Stores Company has taken over three large well-known stores 
in Birmingham, New Orleans, and Memphis. There are other groups of 
department stores of more or less importance. 

Some of these groups lack the fundamental characteristics which account 
for the great success of the ordinary chains. That is, the stores are 
not similar enough to give them the full advantage of large buying power 
When one store of a group sells to the low priced trade and another is a 
high class specialty shop, it is usually no more possible for them to combine 
in a single order their requirements of, say, men’s clothing, than it would 
be possible to combine the buying of jewelry and tinware. Even though a 
manufacturer makes both high grade and cheap clothing, the processes are 
so different that the two qualities cannot be put through the factory to 
gether. Mass production is therefore impossible. Chains of large dé part 
ment stores such as I foresee will not have the fault of dissimiliarity. Th 
stores will be very similar. These chains will combine the advantages of 
department stores and of the existing chain stores; and properly organized, 
they will be able to eliminate most of the weaknesses of both types. 

The future chains of department stores will have six outstanding char 
acteristics as to organization; namely: 1. They will cater to customers of 
all degrees of buying power and all tastes. 2. They will concentrate on 
three full line price levels. 3. Departme nts will be highly specialized. 
4. Buying will to a large degree be centralized. 5. A delicate balance be 
tween centralization and decentralization will be maintained. 6. Policies 


will be based on facts—not on opinions. 


A ration 


of the department store chains in 

1 classes of customers. They will 

middle class."" They will sell hig! 

goods, just as the General Motors 

ful organization caters to the great 

Chevrolet. The wishes of the man 

met with the Cadillac. The man 

¢ better than the Chevrolet, but who 

Cadillac costs, can buy a Buick, or on 

ome in the middle price range. But 

( i bile sales are in the three price levels 

Chevrolet. So will the chain depart 
msumers. 

res will concentrate on three full lin 


philosophy of this method in detail in 


1, j indising It is not necessary to go into 
point is this: In order to keep the 
ible it ‘s necessary to get the largest 


lest possible stock of goods, That 


ra} t only cuts the cost of selling, but enables 
tal profit on a smaller margin. If full 
he possible price ranges the stock be 
eatly reduced. What might possibly 
st through slower turnover and ulti- 
ng and obsolete goods. Experience has 

t ppeals to all classes of consumers, from 
in each class of goods are in three pric« 

| highest price full line,” the “‘best 

price full line.”’ It pays a store to 

ree price levels. ‘These cover all of the 

nd make it possible successfully to sell 
st be priced above the highest full 

full line, below the lowest priced full 
selling full line the demand is rarely 
lines, although it may pay to carry a fair 
three full line price levels and insisting 
which will fit the goods into one of 
rried are greatly reduced and far fewer 
nsalability of goods marked at the odd 


As a r the chain of large department stores it 


specialized. There will be many 
e chain department stores than are 
ve found it pays to split up existing 
ep them separate not only as a mat 
nan r, but physically. Thus in Wm. Filene’s 
n’s dress department into many de- 


— 

part 
say 
a h 
to t 
I of ( 
buy 
that 
I 
i cha 
tior 
d i¢ 
pay 
by 
lent be 
tim 
buy 
uni 
rou 
of 
ov 
bur 
pri 
ins 
age 
Hi 
ne 
TI 
the 
Ez 
gr 
th 
no 
ha 
de 
sk 
de 
ps 
ur 
T 
fr 
at 
0 
fi 

Son 


Round Table Discussions 23 


partments based on price ranges and classifications. I think it safe to 
say that no store that has split its departments up for the sake of getting 
a high degree of specialization has ever regretted the step or gone back 
to the old plan. ‘This specialization will be especially valuable to chains 
of department stores by increasing the effectiveness of centralized group 
buying. The closer the specialization the more possible it is to place orders 
that the manufacturer can produce by mass methods. 

Fourth: Centralized buying. I have stressed how department store 
chains will increase the effectiveness of their buying power, by concentra- 
tion on the three full line price ranges and by making possible mass pro 
duction of the goods they buy, thus reducing the price they will have to 
pay for them. Lower prices from the manufacturer are an important, but 
by no means the only benefit that results from centralized buying. It will 
be possible to reduce the expense of the buying offices and at the same 
time to employ more skilled buyers. To indicate the possibilities of volume 
buying under centralized control where each department of a store is a 
unit of a chain, consider these figures: The Woolworth Company selling 


rougl 


ily $250,000,000 worth of merchandise in about 1,500 stores does all 
of its buying through a staff of 86 buyers. If each of the stores did its 
own buying, a chain like Woolworth’s would probably need at least 5,000 
buyers. Department store’ chains will be able to employ the highest 
priced experts—men at least as skilled as those employed by exist 
ing chains. At present a department store can afford, on the aver 
age, to pay from about $5,000 to say $20,000 a year to its various buyers. 
Higher than that they cannot often go. The best men therefore enter busi- 
ness for themselves in the hope of making what they feel they are worth. 
The man who buys for the fifty or more units in the chains of departments 
that will make up a department store chain can well be paid $50,000 a year. 
Each store, at a yearly cost of $1,000, will be getting at least five times as 
great skill as it could get were it to pay its own buyer $10,000 a vear. But 
the present buyers will become more valuable and earn more than they do 
now, as they learn that they should be primarily sellers rather than buyers. 
They will be highly skilled in finding out what customers want and ought to 
have. They will make it part of the job to see that the central buying 
department secures those things for them. The ordinary buyer of average 
skill is too inclined to buy what he likes and then leave it to the advertising 
department and the sales people to sell the customers what he has bought. 
Fifth: Balance between centralization and decentralization. The de 
partment store chain will combine the merits of centralized control which 
underlies the chain idea, and the decentralization of the department store. 
This balance cannot be determined academically or theoretically, but only 
from the bedrock experience which comes from a lifetime spent in the 
practice and study of retailing. In the main there will be centralized 
administration, management, financing, control, and buying, combined with, 
or tempered by, decentralized operation and selling. In each centralized 
function, there will be an admixture of decentralization, and vice versa. 
Sixth: Policies and methods will be based on facts—not on opinions. 
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at the present time are the problems of wholesale distribution.”” I cannot 
share. however, to the fullest extent in the pessimistic view concerning the 
insettled condition of the wholesale trade in the United States. I wonder 
whether the whole field of marketing may not be characterized in the same 
way. For example, can it be said that retailing is 1 ss unsettled than whole 
saling? Just observe and catalog the numerous changes that have taken 
place in re tail distribution within the past fifteen years and I am sure that 
vou will be convinced that it is also quite a dynamic field. In fact, hardly 
iny phase of marketing may be regarded as entirely static. 

be sure, many manufacturers on the one hand and retailers on the 
other have attempted to go around the wholesaler, just as some manufac 
turers have atte mapted to sell direct to the consumer, but have they always 
succeeded in their endeavor? We point, for instance, to such organizations 
as Proctor oa Gamble in the grocery trade and the Winchester-Simmons 
Company in the hardware 3 isiness as proof for the general tendency toward 
the elimination of the wholesaler, for both of these concerns have broken 
away from the older and more orthodox channel of distribution But an 
examination of the results obtained, as measured by sales volume and net 
earnings, fails to prove the contention that direct selling is more profitabl 
On the contrary, such figures show that both attempts have apparently been 
failures. 

Figures from published sources [presented at the meeting by Mr. Beck 
man] show that the Proctor and Gamble Company’s sales and net earnings 
have decreased considerably since 1919 when their change in policy in 
volving direct sale to retailers was put into effect. While some of the 
losses sustained in 1921 and the reduced volume of business during the years 
immediately following the change in distribution policy may be attributed 
to the business depression of 1920 and 1921, and to certain other factors, 
much of the change in their condition may justly be laid at the door of the 
new plan of distribution. Otherwise, how can one explain the continued 
decrease in sales in 1922 and only the slight increases in the two years fol- 
lowing? Furthermore, despite the increased volume of business since 1923 
the margin of profit has been constantly declining. Our conviction on 
this score seems to be strengthened by the fact that in introducing a new 
soap the company sought to distribute it through wholesale druggists rather 
than by means of direct sale to retail dealers. 

Even more unsatisfactory results are indicated by the figures showing 
the condition of the Winchester Company before and after its merger with 


the Associated Simmons Hardware Companies on August 27 


27, 1922. 

Again, an examination of failure statistics reveals the fact that while 
wholesalers are not immune to bankruptcy or other types of insolvency, 
their span of life is more than twice that of retailers. I therefore wonder 
whether Claflins’ failure in the dry good trade was not merely a failure of 
a wholesaler rather than a failure of the wholesaler? I believe that this 
organization has struggled for many vears on the verge of failure and that 
it merely reached its culmination at a recent date. 


In the shoe trade we still find a substantial percentage of the total pro 
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tion tr rs even though the position of the 
whole n t been strengthened within the past 
ten yeal A [rade Commission,’ no less than 47 per 
cent of the s t wholesalers in 1919. 

here is n rs will attempt in larger numbers to go 
around “ rect to consumers, just as they will 
experiment wit n methods and policies. 

Retailers v he wholesaler, for to many of them 
there is us m the manufacturer.” Whether or 
no lepends much upon other factors, 
purchases. 


problem was sounded by Professor 


Copeland whe r the wholesale function continues to 
be carr n ndent wholesalers . . . . depends upon 
how « ni e wholesaler can function as a dis 


and how effectively the unit stores 


f Y redominate,” although I would not 
place quite as r. Personally, I can see a renais 
sance in that I nd am sure that much can be ac 
complished in ney if we would only point the way. 

Harry R. 17 rk is to be congratulated on the com- 
pleteness of many respects his conclusions are ex 
trem ndef ree with the general attitude that no 
final conclu s of the limited data and limited ex 
perie1 l-to-mouth buying. Professor Clark 
has tou 1 my disagreement with him is one which 
deals mainly an the factors involved. 

I am inclir neertainty of price levels since 1920 
and 1921, w narrowing of margins causes buyers to 
be m 

I sl Clark’s implication that consumers are 
stampeded I ndisers of style products attempt to 
keep in clos emand, We see the popularity of a 

n ln I see the thousands of styles pro 
posed by ma vy consumer indifference. 

As 1 ( ng hand-to-mouth buying possible, it is 
not only the facilities, but also the increase in their 
é 3 ed productivity of labor. The in- 
creased spe¢ yrtation necessitates a much smaller 

lo t rea Clark has advanced for the decline in 
spec e | fourth; namely, that in certain lines 
the future had begun to take place, due to the 
discoverv | ers that over a period of years there 

* Report of ssion on Shoe and Leather Costs and Prices, 
June 10 21 
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was little real advantage to be gained therefrom. As to the carrying of 
larger stocks in total, there seems to be a good deal of doubt. 

A last point which I should like to single out for emphasis is barely 
mentioned when Professor Clark says, “It is even possible that through 
removing former peaks and depressions production can be carried on more 
uniformly and more economically than before.” Even more important is the 
possibility that hand-to-mouth buying may steady the flow of production 
in industries in which there have been numerous peaks and valleys due to 
the buying habits of wholesalers. Products used regularly by ultimate con 
sumers should flow regularly from the manufacturer. Where wholesalers 
speculative buying intervenes unnecessary pr aks and valleys result. The 
decline of this speculative buying may bring with it the social advantage of 
stability of employment, an advantage so great that even though there 
is no saving in cost but even a slightly higher price, hand-to-mouth buying 
might justify itself. 


Cart N. Scumarz.—In thinking about chain department stores we should 
keep two facts firmly in mind: First, the use of the word chain implies an 
organization of stores which is owned as a unit and which is achieving the 
various advantages of unified ownership and of unified management. If 
the word chain be used in this sense, the number of department store chains 
in the United States at present is surprisingly small. There are quite 
a few department store organizations which have unified ownership, but, 
for the most part, these seem to have gone but a small way toward achieving 
the advantages of group management. Second, we must remember that 
unified ownership is not at all necessary for achieving many of the advan 
tages of group management. It is probable, for instance, that none of the 
department store organizations with unified ownership have gone anything 
like as far in this direction as has the leading association of independently 
owned stores. At present there is ample evidence to support the state 
ments that independent stores will continue to form groups for the ex 
changing of information, both statistical and non-statistical, for the setting 
of performance standards, and for buying. Not many persons will be in 
clined to question the practicability of groups organized for the exchanging 
of information. ‘There are, however, a number of people who hold that 
group buying cannot proceed far. 

The people who argue that department stores never will be organized 
into chains usually base their conclusions upon the fact that the merchandise 
handled in department stores can never be completely standardized. It 
seems to me that, although their premise is quite sound, their conclusion does 
not necessarily follow. If a department store chain can buy only 15 or 20 
per cent of its merchandise in a group way, the economies effected in that 
group buying, when added to the financial and other economies of unified 
ownership and unified management, probably will be sufficient to give marked 
advantages over competing independent stores. No one knows how far 
chain department stores may be able to go in the standardization of mer- 


chandise and in group buying, because no group buying organization is at 
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ve of one of the stores doing an 
o me rece ntly that something like 
rroup way. ‘The same man esti 


if proper co-operation were se 


It yres may be able to organize them 

»f the advantages of unified own 

ers A properly organized, however, can 
independent stores, plus certain 
participation in group activities 


Che a I nd management will result in: 1. A 
erchandise cost; that is, an in 
crease in d wer prices and increased values to 
res. 4. Smoother operation of the 
\ tomers 
Fr ; in the department store field, I think 
ents: 1. The tendency for inde- 
t r research, buying, and other activities 
nu development, probably at increasing 
speed, of « hat is, groups of department stores 
owned and will come about because the chain 
organizatio1 ntages of the independent stores which 
re associat n, will have certain advantages which 
indepen ry difficult, if not impossible, to achieve. 
There w to standardize merchandise and to 
iblish bet ms. 4. In spite of these develop 
ments, tl n sufficient power to force out of busi 
ness 1 n ave enlightened managements. 
HE ] D FUTURE PROSPECTS OF 
CONOMICS 
s, Chairman 
Qua the present generation. The novel 
ree of emphasis placed upon the 
f quan [his emphasis has drawn attention to a 
n 
Chat ecor rd with the facts of economic life is, of 
course, axio not one of those disciplines the end 
of which is tl al system having no necessary relation 
to the yr] problems which concern us at present 
relat » the tT nomic facts are described, co ordinated 
and expla nd by which theory is verified and ex- 
en 
One prol arge in recent discussion concerns the 
relation betv litative methods. In the description 


and explana ena, 1S quantitative method essentially 
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the handmaiden of qualitative economics? Or does quantitative procedur 
generate new economic problems and direct research into new channels? 
Will quantitative method develop a theory after its own likeness? ‘Ther: 
emain differences of opinion on these points, but in concrete applications 
hese are essentially differences in emphasis. 

Other problems, which are perhaps of more immediate importance, center 
ibout the relation between quantitative technique and the phenomena of eco 
iomies. ‘To debate on theoretical grounds the respective merits of quantita 
tive and qualitative methods, or to consider the abstract merits of any 
technique, is not, I think, very profitable. The physicist does not inquire 
Is the Euclidean geometry true, or valid? He asks: Does the Euclidean 

metry fit these phenomena? Are its assumptions in agreement with th 

ts in this field? Is it valid as applied to these data? A system may br 
consistent and logical, vet it may not accord with reality in a given fiel 
Here, I take it, is one of the fundamental problems which confronts one who 
employs quantitative methods in economic research. Is his technique valid 
as applied to the data of economics? Are his methods adapted to the study 
of economic phenomena? Are the assumptions implicit in his procedure 
realized in the field of economics? 

Here we face a new difficulty. It may be that we cannot answer “Yes 
or “No” to the question: “‘Are the assumptions implicit in statistical pro 
cedure realized in the field of economics?’’ The data of economics are varied 
and he terogeneous. Economics was a trim, compact body of doctrine as i 
came from the hands of the classical economists. It has become a s 


ill-defined science, and the phenomena with which it deals cannot be classi 


fied under one or two simple heads. I think that the solution of thes¢ prob 
lems of methodology will be facilitated if we recognize that there are se 


eral levels of economic phenomena, and that they yield data amenable to dif 
ferent kinds of treatment. 

But these are not necessarily the problems which will be discussed today 
he scope of the subject is broad, and each of the speakers has been asked 
to discuss such aspects of the general topic as seem to him to be important. 
Different viewpoints are represented. The exchange of ideas should il 


luminate many of the problems which have perplexed us. 


Jacop H. Hottanper.—The history of economic science, as indeed of 
every science, shows a recurrent interest in methodology. In the history of 
thought, a period of productivity ordinarily declines into exposition and com 
mendation. Restlessness develops and sterility is assigned to t 
inquiry rather than to the limitations of the inquirer. In opposition, a new 
procedure is exalted and obloquy cast upon the old method, instead of prog 
ress being credited to the talents of the new investigator. 


} 


In its largest sense, scientific method is the orderly manner in which the 
human mind seeks to assemble a related g1 


rroup of positive phenomena and to 
interpret uniformities and sequences. To the task are brought our rational 
faculties, differing in exercise from time to time and from place to place, 
but essentially identical as to stuff. There is thus no question of this method 
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4S aga The scientist works as an artisan, 
equipped wit ng this or that according to the nature 

Che norm ibly of positive phenomena in supple 

the Scrutiny, vivified by imagination, 
begets a tria fter by rational process come theories. 
Che 1 t neglected stage, is test by experi- 
ment, or reference. 

Obvious! activity plays a large, and is likely to 
play a large y of material as the starting point for 
inference and for verification. With fuller equipment 
it will com) n, in co-ordinate importance with 
quan ive thus not of a new mode of inquiry 
in econom 5 ! ce of the old. 

J 3 Vi ordinarily appeared at their best 
when engagil ssion. Writers who in the ordinary 
course of evi I itholic in their own practice, in a word 

sensible il preaching exceedingly prone to be 
dogmatic, big were defenders of old techniques, they 
saw insupe path to the successful employment 
of the new nt by challenging the new techniques to 
perform imp ere exponents of new techniques, their 
brief for the f, under careful scrutiny, to unsupported 
ex ( ra | t that their particular technique was 
the onlv sou niques were obsolete; and that in the 
calculable fu s would complete ly win the day. 

As I read n economics shows that power of 
economic an f analytical tools grow only by painfully 
slow accret technique; that never has there been a 
time in wl le such vast strides that it could afford 
to ir vements of the preceding generations; 
that n nstrably aided by methodological dis 
cussion, ex e of actual experimentation with method 
in connect nd specific problem; that methodological 
enthusiasms rowing out of balance the curriculum of 
training {01 nd by diverting the energies of able men 
from actual lrawing up of magnificent programs and 
manifestos ] onomics by promoting methodological 
fanaticism as to the sole method which will pre 
vail in the always failed to bring enduring comfort 
to the proj levoutly credulous of his disciples. To 


n economic theory conducted in recent 


vears | \ w methods, including the quantitativ 

method, mu riticism seems to me to be applicable in a 

peculiarly 
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It seems to be true, as we are told so often by the exponents of the quan 
titative method in economics, and as we could not have well avoided knowing 
even if they had not spoken on the subject, that in the physical sciences 
progress has consisted in the discovery of quantitative differences underlying 
what first appeared to be solely differences in kind, in the development of 
techniques for the more or less accurate measurement of variations in these 
quantities, and in the discovery of mutual dependencies between different 
sets of these variations. But the varied character of its subject matter 
and the wide range of diverse problems with which it deals makes of eco 
nomics an ill-ordered and sprawling discipline, concerning itself in one di 
rection with metaphysical, ethical, and introspective psychological issues, in 
another direction with mass behavior in relation to price phenomena, and in 
still other directions with problems of agricultural chemistry, of industrial 
technology, and of the art of getting rich quick. Under the circumstances 
methodological analogies from physics should not be applied to economics as 
a whole without the most serious qualifications and reservations. In one 
direction at least the path of progress in economics will approximate the di 
rection which the physical sciences have taken. No one, I believe, would 
question this. But there will always be, at least in the calculable future, a 
metaphysical penumbra to the most concrete of economic problems which will 
resist tenaciously exploration by the methods of the physical scientist. And 


for some time into the future there will be problems of interest to the econ- 


omist which will be elusive of the application of the techniques of precise 


measurement and which will have to be dealt with by methods of inquiry 
which in the dogmatics of the laboratory scientist have lost their respecta 
bility. It is true, however, even of the physical sciences, or at least so I 
gather from the recent writings of the more articulate physicists, that they 
are losing some of their late Nineteenth Century preference for naive as 
against sophisticated metaphysics, and also that until they have devised 
quantitative methods of dealing with problems they proceed brazenly by 
means of inferior methods without much apparent injury to their self 
esteem. 

If the term “quantitative” be used, as it has often been used by econo 
mists, in its common sense or non-technical meaning as applying to analysis 
in terms of incipient measurement, in terms of “more or less’ relation 
ships, as well as to analysis in terms of arithmetically measured factors, most 
of the old deductive economics was, of course, quantitative. But it is the 
statisticians who have been the fanatic advocates of exclusively quantitative 
economics, and though they are rarely explicit, it would seem likely that 
they wish to employ the term in its strict technical sense of precisely meas 
ured quantities. 

In this sense the traditional economics was rarely, if ever, quantitative. 
Its propositions were stated in terms of more or less, of increase or decrease, 
and not in terms of how much more or how much less. The adequately 
cautious neoclassical economist never laid claim to the possession of sufficient 
information about his curves to enable him to fit equations to them. The 
systematic development of supplies of factual information will undoubtedly 
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»ds in economic analysis. In 
experiments except perhaps at the 
act with agricultural chemistry, 
the quantitative method wil 
intitative analysis ever produces 
typically be laws in statistical 
avior of mankind in the world of 
mportant concession to the possi 
and it is so intended. But | 

I have already hazarded to pr 
be much within the traditional 
resist quantitative inquiry, and 
nists discover how to apply quan 
lems which do not seem by their 
analysis. Moreover, in the al 

n of those factors whose modes of 
nquiry, this technique of statistical 
on the theory of probabilities. It 
1y in appearance and in the belief 
lutions. Economic phenomena are 
rs and should therefore apparently 
»f probability theory. But though 


henomenon, frequently, if not 


re dominant in the situation, and 
npredictably in their intensity and 


ve application to a given situation 


n of a few of these dominant forces 


st subtle elaboration of probability 


h knowledge. 
ntitative economics appear to iden 
uantitative analysis, and to assume 
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national income, and of its dis 


urea, or the compilation of index num 


f which the quantitative economics of 
There is an important distinction 
ition, compilation, on the one hand, 
‘onomic theory and political arith 

han barometric readings and meteor- 


an I venture to suggest that a good 


f the political arthmetician a better 
data in statistical form will prove 


he near future. But that there should 


ient reason for identifying 
other. The search for mutual de 
phenomena, is the sole task of eco- 
mates of national income, and so 
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ttainment, once achieved are by themselves merely edifying facts and serve 


1ginable purpose except as the theorist uses them as means to the dis 


wery of relationships between things or the statesman or business admin 
trator finds therein evidence of things that require to be done if he is t 
iin his ends 

[here is a type of what is properly enough quantitative analysis which 


momics I feel convinced is not likely to be productive of acceptable re 


ts: namely, the merely mechanical search for mutual dependencies among 


ita selected almost at random. Several years ago there was a sudde1 

e of enthusiasm among American pe lagogues for the Pearsonian co 

ent of correlation, and a p! r.cue of graduate students in education spre ad 

f over the land and began correlating furiously and indiscriminately and 

an inverse correlation between zeal and discretion which seems closel) 

to have approached, if not quite to have attained, perfection. As mi t have 

been anticipated in a world full of nonsense correlations, the results wer 

ytesque ar nd brought about a q lick reaction. There are ominous signs, 

ywever, that economics is becoming similarly infected. I am complete 0 
epti il as to the value of an ] ely empiri al results of sts cal anal 

in economics, especially the mechanical of statis 


icity and of fundamental importance are 


] devices laws of striking sim 
scovered to be ruling the economic universe. Where the mind unaided 
statistical analysis sees complexity everywhere, and statistical analysis 
inaided by the mind finds beautiful simplicity, I am reactionary enough 


place my faith in the intelligence of my predecessors. I do not believe 


that there are many economic time series which forecast their own futur 


trend with sufficient accuracy to be much superior to the random guess 
as to future trends. ‘That there is a law of the growth of population, which 

be expressed in a simple algebraic equation; that there is a law of the 
growth of capital; namely, that it grows at the rate of 3 per cent a year; 


hat normal price bears such a relationship to cost of production that on 


he average price will equal or exceed the cost of production of 88.7 per 

cent of the output and will yield 12 per cent per annum net revenue to the 
apital invested; that the business cycle has a normal duration of thirt 
seven months; that there is a fixed law governing the distribution of incom 


which can be stated in arithmetical terms or shown graphically; such prop 
ositions, except as they are pre ented merely as approximately accurate 


statements of what has on the average occurred in the particular instances 


surveyed, seem to me to be purely fantastic. Even upon the assumption that 
vith the improvement in its technique and the accumulation of data eco 
nomics can attain the same degree of exactitude as the physical sciences, I 
can see no reason why we should anticipate even the future attainment 
of laws of this type. for I see little resemblance between such “Jaws” as the 
above, which deal with the joint unanalyzed products of a complexity of 
analyzed forces, and the laws of the physical sciences which rest on car 
fully dissected and abstracted factors in controlled situations and leave noth 
ing in the situation unaccounted for unless the residual unanalyzed elements 


appear to be relatively insignificant in their importance. In so far as sta 
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tistical ana I he physical sciences in our approach 
y pr not be through such modes of analvsis 
is have } ned “laws,” but through an approximation 


factors, to the actual abstraction 
in his laboratory or in his range of 


nt in the world of crude uncontroll 


| t its best quantitative analysis in eco 
no ts only as history, not as a basis for 
qu r as history or as basis for prediction 
o the precise degree of relationships 
on for instance of 0.6 and 0.9 for 
most pur} as guidance to future action and as an 
aid to tl vents I even find some difficulty in 
thinking of which qualitative results, assuming their 
adequate } iny conceivable purpose of under- 
standing a ! e quantitative results. Statisticians 
1 9 n ortance of quantitative results in eco 
nomics prot ngineering, in which value considerations 
ere not d I of war administration where eco 
n¢ neé x] b 
It yt r, to depreciate the real potentialities 
of quantita What concerns me is lest in their 
enthusiasm itisticians do not unduly minimize the 
value of hamper themselves in their own work by 
placing ex ipacities of too restricted a set of tools 
hers Bg n American economic circles at least, of 
preaching tl Chere is need of urging upon its devotees 
a more to he merits and possibilities of the older 
etl l 
Rhetorica ns have been relegating to the junk pile 
not only tl the old problems which had been at- 
tacked by e been told that the economist of the early 
future w I estions for which the older economists 
sought ansv mself with new problems and with only 
such probl ited by the new quantitative techniques. 
We have al e time into the future the new economists, 
who will of economists, will be content to make de- 
tailed inves nfined in their range and to build up a 
mass of in pirically-discovered relationships within 
narrow rang na. ‘These are almost precisely identical, 
in their rela ne before in economic inquiry, to the prophe- 
cies of the ( | some sixty years ago, and it is this re- 
semblance alon me concern. To a very substantial degree 
the German filled in so far as German economics was 
concerned, a I s is now obviously struggling to repair 
the resultar ng command of the technique of analy- 


sis, whether ly neoclassical, its mathematical, or its quan- 


ore 


is 

hist 

pa 

vin 

tatl 

det 

ins 

doe 

of 

ol 

pr 

cul 

wa 

in 

En 

ect 

en 

] 

col 

wl 

- 

co 

tec 

th 

+} 

qu 

co 

re 

il 

m 

ol] 

to 

fi 

a 

tl 

tl 

pr 

e! 

p 

p 

f 


Round Table Discussions 85 


titative variants, to regain the exalted position which it occupied before the 
historical school won its costly and temporary victory. Without some ca 
pacity to fit isolated phenomena into some general system, there can be no 
sense of proportion, no guide as to the significance and the proper interpre 
tation of the empirically discovered relationships between small groups of 
detailed phenomena, no working dominance over the wilderness of single 
instances which the economic world must seem to be to the economist who 
does not believe in general theory, no effective machinery for the creation 
of new hypotheses which, I would think, even the most empirically-minded 
of statisticians would find essential as a stimulus to really creative quantita 
tive work. Nor can I see any more wisdom in the relegation of the old 
problems to the antiquarian. As time passes, changing interests and cir 
cumstances do render some older problems obsolescent and do bring for 
ward novel problems. But I see no evidence of any revolutionary change 
in this connection, and I do see much evidence, for example, that in the 
English literature of the first two decades of the Nineteenth Century many 
economists are wisely seeking for light on the post-war problems of the pres 
ent time. One list of the “new” problems which I have seen happens to in 
clude just that range of problems with which the older economics especialls 
concerned itself. 

To me the most hopeful prospect in American economics is the extent to 
which economists possessed of both the capacity and sympathy for the 
oretical analysis of the old-fashioned kind, on the one hand, and of a good 
command of the tools of statistical analysis on the other, are applying both 
techniques in happy harmony to the investigation of important phases of the 
economic process. So far, I am afraid, they have raised more questions 
than they have answered, but this, I suppose, is what is to be expected at 
this stage of their work, and in economic theory the asking of important 
questions is itself an important contribution. In so far as the old theory is 
concerned, the new quantitative work has suggested refinements and cor 
rections, but its contribution has so far been most modest in its proportions, 
and I have not encountered any products of statistical inquiry which need 
make any eighty-year-old economist who was really a good economist of the 
old type feel that he has wasted his life. It is not in the slightest my object 
to dissuade any economist from pursuing quantitative methods, and I am 
fully convinced that the time is very soon coming, if it has not already 
arrived, when those of us who have not got a fairly good command of statis 
tical methods will not feel respectable. 

In the calculable future the day may arrive when theoretical inquiry of 
the old non-statistical form, with its inferences from unsystematic and inex 
pert observation, and its deductions from old and inadequately verified gen 
eralizations, will be in the main an instrument for the construction of hy 
potheses, and statistical analysis will be relied upon to give them the stamp 
of credibility. But it will not be the political arithmeticians, or the em 
pirical statisticians who seem to think that the economic problems of the 
future will be solved out of a handbook of empirical formule, who will 
render this service. 
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rational method is to enable us to say ergo, to prove, to forecast with greater 


1 we may analyze and upon which we may reason. The aim of the 


assurance. 
During the war the price of wheat was pegged at $2.25 per bushel. 
iring 
Since the peg was removed the price has varied, but perhaps with no greater 
violence than in pre-war days. Some wheat farmers probably felt that peg 
at $2.25 was unfair and that they should have been allowed to profit 


ng a 


by a higher price rising at times possibly to $3.00. It may be questioned 
whether they would by now have been better off. After the regulation was 
removed from sugar the price shot to about 26 cents a pound retail fron 
which it soon ran off and has long wallowed about in a slough of despond 


er of that figure. If the world had known its economics 


we enough to foresee th S history wo ild fl 


at around a quat 


tions have taken place? 


If the laws of dynamical economics were as well known as those of celestial 
mechanics so that the course of production and of prices could be forecast 
for a life-time to a small fraction of 1 per cent business and banking and 
living might be less exciting but not less satisfactory. 

Some will feel that economics is so compli ated that the analytic method 
is hopeless. Surely we cannot now look forward to an analysis which shall 
be as perfect as that of the motions in the solar system. ‘This, however, 
ild not discourage us from making the effort to analvze as well as we 
iv. The human body is complicated and the physiologist may well feel 


ye despair; how he feels I do not know, but he certainly is making great 


progress in rationalizing physiology. Even if progress be slow the very 
effort at rationalization is itself a stimulus and abandoning the effort leads 
» a decay or relaxation of science even in its empirical parts You are 


deubtless aware that around 300 B.C. great beginnings were made in medical 


ence under Herophilus and Erasistratus who avoided all dogmatism, rely 
ng on careful observation and analvsis, but that afterwards came. the 


school called Empiric wl 


ich confined itself to purely descriptive work and 
prohibited the inquiry into the general causes of things. Progress stopped. 

Mathematical analysis has been used in economics by Bernoulli, by Cour 
not, by Walras, and by Pareto of Lausanne, Panteleoni of Rome, Marshall 

Cambridge, and Edgeworth of Oxford. These four great leaders last 
mentioned have passed away in the last five years and it behooves this As 
sociation to make a special effort to see that their point of view is kept 
alive. 

Our subject is quantitative economics. May I put in a word about the 
qualitative aspect? Many persons seem to believe that mathematics is 
essentially quantitative, but the first stages in analysis are generally quali 
tative and mathematics has a large branch which deals with qualitative 
matters. Your law of diminishing returns is not quantitative, unless it be 


combined with some such special hypothesis as Bernoulli’s rule of moral 


I 


values and then it is not true. In the present state of economic theory 
there remains much to discover on the qualitative side and I might almost 


say that as yet it is to this side that investigations such as those of Pareto 


most contribute. A good qualitative law may be better than a bad quan- 
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I would not give the impression that statistics is useless, that all we 
need is the rational study of cause and effect coupled with our judgment 
as to the relative weights of various factors at any particular time. We do 
need many detailed statistical calculations but they should be our slaves and 
not we theirs. And this is as true of theory as of empiricism, for the 
Circe of idealization may be practically as dangerous as the Sirens of 
chance. To make progress we must be masters of all our machinery of 
observation and of thinking and the most important single element to master 
is ourselves. The success of applied mathematics lies not in its mathe 
natical method or perfection but in its successful application. The applica 
tion of mathematics to economics has had successes in the past and will 


have more in the future. That is what this symposium means. 


Westey C. in Schmoller’s Jahrbuch for June, 1926, 
Joseph Schumpeter, whose sympathetic interest in the development of eco 
nomic theory in this country is known to all of us, remarked that a new 
controversy over method seems to be latent in the United States. Not so 
latent, he added, on second thought. For a militant group of younger 
economists is criticizing orthodox economics in a fashion strikingly reminis 
cent of Gustave Schmoller in the eighties, and calling for a reorganization 


of the science such as Schmoller demanded. ‘“‘Change the relative emphasis 


put upon statistical and historical materials in this picture,’ Schumpeter 
semmed up, “and we have, even to details, the position which Schmoller held 
throughout his life.” 

I do not share Professor Schumpeter’s impression that a controversy 
over method is impending among American economists. Perhaps my belief 
is colored by my wishes. For I see no need for controversy on the problem 
of how to work, and no useful result likely to come of discussions of method 
conducted in a controversial spirit. In economics we have tasks of many 
sorts to perform, and we have workers of many aptitudes. That each 
of us can increase his efficiency by noting how others set about their tasks 
is probable. That each of us should recommend to others methods which 
have served him well is proper. That we should pay critical attention to 
the merits and the defects of the methods utilized by each other is part 
of our duty as scientific workers. ‘That we differ in our forecasts of what 
may be accomplished in the future by particular methods is a matter of 
interest, which we can discuss with pleasure, perhaps with profit. But 
that we shall let our different predilections and opinions involve us in a 
controversy upon methods at large seems to me almost as improbable as it 
would be deplorable. 

If a spice of controversial spirit can be tasted in today’s discussion, it is 
injected by those who have spoken as representatives of traditional eco- 
nomics. To my mind, they have overstated the claims which are made for 
quantitative economics, and have passed over in silence what spokesmen for 
this type of work have said about the réle which distinctions of quality 
must play in the future development of our science. What the spokesmen 
in question have “really meant,” I take to be what they have really said- 
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when a round table such as we are now holding will be an anachronism 


Qualitative and quantitative analysis are becoming so interwoven in eco 


nomics that it will soon seem pedantic to question the indispensability of 
either. It is obvious that the statistician works with distinctions of kind 
uite as much as with distinctions of number. And everyone who confines 


mself to qualitative discussions admits the desirability of pressing for 


ard to quantitative determinations as rapidly as possible. If we may 


dge the future qualifications of economists by the courses which are offer 


em in our university departments at present, our successors will almost 
» a man be trained in statistical methods as carefully as they are trained 
) discriminate among concepts. Blessed with a wider range of data than 
ms | we possess, accustomed to state their problems in ways which facilitate sta 
rs | tistical attack, they will doubtless give economics a measure of precision 
which we cannot attain. In proportion as our successors prosper in their 
ndertakings, they will make antiquated what this generation accomplishes 
Qualitative distinctions must remain basic in all their work; but they may 
transform many of our qualitative notions as radically as they may trans 
form much of our quantitative procedure. That is merely a surmise, born 
of hope and nourished by evidence which is open to question If anvone 


thinks otherwise, all I can say is, “The future will tell.’’ 


F. W. Tavssic.—The value and importance of quantitative work for 
rt economics go without saying. No one has ever denied it, and I doubt 
whether any economist has completely neglected it. But its significance 
in recent work on our subject is due to the enormous growth of the avail 
able quantitative material, and the development, hardly less striking, of 
expert methods in this material. The expert use of statistical methods and 
of mathematics is among the most striking and promising developments in 


economic science during the past generation. 


as A real question arises as to the extent to which new results will be 
reached; as to the fields in which the most is to be expected. I venture to 
suggest that there are some parts of the subject in which the promise is 
If great and others in which it seems to be small. I will not say that it is 
( a matter of ves or no, but it does seem to me that it is one of more or 
less. 
ir The subjects in which the promise is great are those within the range of 
what the older economists sometimes called catallactics—money and _ the 
n level of prices, currency and banking, the circulation of money, cycles and 
ld crises, money cost and its relation to value. Here most valuable results 
‘0 have already been secured, and more are in sight. The theory of money 
ld has become susceptible of a precision of statements and of a precision of 
application and verification which were undreamed of before the mathe 


matical economists began. Something of the same sort is true of com 


mercial crises; though on this subject we are indebted more to the patient 


ir accumulation of facts and figures than to a more refined theoretical analvsis 
t On the money costs of commodities and their relation to the prices of eom 


ay modities we are just beginning to see our way to important results. 


ic Association 
hat different kind, in which also much 
ontroversy on the distinction between 
h this distinction seems to me in 
veness of competition in bringing 
of “capital’’—instruments made by 
to equality of return than in the 
tinction between the two. Whether 
ompetition as regards “capital’’ is a 


nt 


juantitative research, rightly conducted 
however, on which less may be 
are the fundamental questions of the 
happen that there is such a thing as 
1 be such a thing? What determines 
es the distribution of return between 


Is it true, for example, that each 
rn based upon its specific or imputed 
to these questions. I would suggest 


o be reached by statistical or quanti- 
mainly upon the good old ways 

r happenings, interpretation of them 

1's motives and men’s ways, reasoning 
be said that these are matters of 

of us have the keenest interest; and 


oht from the new efforts. 


this discussion will be a modest 

f the larger questions here under dis 
e bearing on the practical use of sta- 
e settlement of current tax problems. 
stics in such problems that on many 
Imost reached the conclusion that the 
gument in the settlement of such ques 
of the so-called “consolidated re- 

e, on the basis of statistical evidence, 
ilize the consolidated return have 
se. On the surface, I think, this 
d return, affiliated corporations elim 
rmitted to charge the deficit or loss of 


realized by another subsidiary or 
is also true that during the life of the 
urn closed avenues of avoidance or 
tax revenue many millions of dol- 
measure the revenue loss prevented 
visible and measurable. It is highly 
er than the latter, but actual loss stated 


in figu 


can ne 


Ta 
issues 


but n 


ureme 


can b 
we igh 
An 
facto1 
long 
surta 
s ich 
surta 
when 
tion 
turni 
to in 
will 
altho 
figur 
matt 
Trea 
by t 
sona 
stati 
I 
stati 
tical 
Part 
tion: 
equé 
ous 
repe 
his 
tisti 


J 
pre: 
The 
ago 
adn 
exc’ 
the 
old 
ally 


! 
the n 
hy x 
probabie tha 


Round Table Discussions 48 


in figures carries more weight than probable loss averted, which of course 
can never be measured. 

lax problems more frequently than not raise a number of complex 
issues, some non-quantitative in character, some capable of measurement 
but not yet reduced to statistics, and some capable of statistical meas- 
urement. The latter group may be and usually are far less important than 
the non-statistical factors. But the mere fact that one of the factors 
can be reduced to quantitative form gives it, in argument and discussion, a 
weight out of all proportion to its relative importance. 

Another danger is the use of short-run statistics to measure long-run 
factors or effects. Thus, the Treasury Department contends that in the 
long run low or moderate surtaxes will yield greater tax revenue than high 
surtaxes. In the Revenue Act of 1926 surtaxes were greatly reduced, 
such reduction being applied to income for 1925; yet the income subject to 
surtax for 1925 greatly exceeded the similar income returned for 1924, 
when higher rates were applicable. This appeared to confirm the posi 
tion of the Treasury. Now, however, it is probable that the tables are 
turning. Enough is now known about the income tax returns for 1926 
to indicate that the income and tax returned for 1926 (payable in 1927) 
will be less than the income and tax returned for 1925 (payable in 1926), 
although the rates applicable to 1925 and 1926 were the same. ‘These 
figures are now being used to disprove the theory of the Treasury. As a 
matter of fact, neither set of figures proves anything. ‘The thesis of the 
Treasury is one applicable only to the long run and can only be tested 
by the most careful statistical analysis covering a period of years. Per- 
sonally, my experience has led me to place far more confidence in non 
statistical than statistical analysis in the solution of such problems. 

I have obviously said nothing against the proper use of statistics and 
statistical arguments. My real point is that it is infinitely difficult in prac 
tical discussions to confine the use of statistics within the proper bounds. 
Particularly should the statistician beware of assuming that statistical rela 
tions or even statistical uniformities applicable to the past will apply 
equally in the future. The wiser historians know that an unusually danger- 
ous fallacy lurks in the assumption, often unconscious, that history will 
repeat itself. It may or it may not. ‘The statistician must be equally on 
his guard with respect to past history reduced to the quantitative or sta 
tistical form. 


Joun D. Bracx.—It is not difficult to believe that Professor Mitchell's 
presidential address three years ago on “Quantitative Analysis in Economic 
Theory” is properly understood as he indicated at the round table a year 
ago, and particularly as he has indicated today. But it must be 
admitted surely that there are some statements in it which give ample 
excuse for other interpretations. ‘Take, for example, his statement that 
the newer quantitative workers will not take the trouble to refute the 
old explanations, but will merely disregard them, and that they will gradu- 
ally crystallize a new system of economic theory based on quantitatively 
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to look upon men who get some data together as the real contributors to 
economics these days. But this superficial view has never been accepted 
by real scholars. The economist of the future must know his quantitative 
method as never before, but along with it his philosophy of mathematics, his 


logic, and his psychology. 


Joun Canpter Cospn.—In listening to the discussion today I have been 
struck with the apparent variation in definition with which the different 
speakers have used the term “quantitative.” These variations tend to make 
discussion futile, and I am inclined to think much of the difference of opin- 
on expressed is based on a difference of definition rather than of essence. 
Quantitative data are not necessarily statistical, and statistics are not quan- 
titative data unless they can be and are stated and defined in form for use 
as premises in the consideration of specific problems. The two terms have 
no necessary relation. Also the difference between qualitative data and 
quantitative data is not a difference in the nature of the data but is a 
difference in the method of statement. It is impossible to discuss these 
points within the time allotted me today and I merely bring them up to go 
on record and to say that I have treated the subject quite fully in an 
article on “The Significance and Use of Data,’ which will come out in the 
next Economic Journal (March, 1928). This paper was written as result 
of a methodological study of economics and sociology in which I have 
been engaged for the past two or three years. I approached the subject 
on the basis that economic methodology is not primarily an economic ques- 
tion, but is rather a question of the development of methodology along sci- 
entific lines in economics. The suggestion back of this thought comes 
to me from Marshall, but apparently no one had made an analytical study 
of the sciences generally with the purpose of comparison and a concrete 
application of results. 

With this in view the investigation has consisted of a study of the different 
sciences and an analytical comparison of the work being done with that 
in economics and sociology. 


(Editor: The balance of Mr. Cobb’s discussion consisted mainly in the 
description of his investigation and a brief digest of his findings. Since this 
is to appear elsewhere, as mentioned, it is not included here. During the 
discussion from the floor remarks were made by Dr. Henry Schultz, Uni- 
versity of Chicago, Dr. E. M. Burns, London School of Economics, and 
Dr. Ragnar Frisch, University of Oslo. Space limitations prevent the in- 
clusion of these remarks.) 
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gold requirement of 2.7 per cent necessary to avert a long-time decline 
of prices. 

But, even though the present gold exchange standard has not 
brought real economies, may it not be that future developments of that 
standard will do so? In answering this query, we should do well to 
realize that the present gold exchange standard was forced upon the 
various countries by the exigencies of war. It was not an act of 
premeditated choice. To no small extent, it is looked upon by them as a 
makeshift until they can accumulate domestic gold reserves. Few 
countries, if any, have relinquished the fixed purpose of building up 
gold stocks at home as rapidly as circumstances permit. 

In spite of these considerations it is conceivable that a progressive 
international pooling of reserves might take place by mutual agree- 
ment. I say it is conceivable just as in a former day international 
bimetallism at a fixed ratio was conceivable. But such a progressive 
pooling of reserves would involve a kind of international “Federal 
Reserve System,” a gold League of Nations. Recollection of the quarter 
century of repeated panics necessary to persuade the United States to 
pool domestic reserves, and recollection of the hold of nationalism on 
our post-War political thought, may well make one dubious of the 
prospects of the new gold disarmament under which other countries 
allow us to keep their gold reserves and we allow them to keep ours. 

There are many who have faith that central banks will by informal 
co-operation arrive at some plan of managed currency or stabilized 
price level. This is possible in so far as economic intelligence is in- 
volved but there arises the question of public understanding and po- 
litical administration. It is worth working for but as realists we face 
a condition as well as an aspiration. Perhaps, a decade or two in the 
future, after a rising purchasing power of gold has aggravated the 
burden of the war debts, has worked its peculiar discrimination on 
agriculture, has driven home its inequities in distribution of wealth and 
income, and has given rise to a new prophet who, in the name of 
free paper instead of free silver, wages war on gold, perhaps, at such a 
time, necessity will persuade people to adopt schemes for long-time 
price stabilization which now command assent only in the vision of 
economists. Meantime, as a matter of realism, the danger which con- 
fronts the financial world for the proximate future is a gold standard 
subject to the fluctuations of demand and supply of gold and to the 
disturbances of severe secular variations in the purchasing power 
of money. 

While recognizing fully that our technique of analysis of secular 
trends, or if this term is objectionable, of long-time movements, in the 
field of prices is far from complete, nevertheless I am convinced that 
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centage of increase of prices corresponded rather clos« 
oney. 
Second phase—from early 1918 to the 1920 peak: In 


ly with that of 


most countries 


wholesale prices rose at about the same time as money, wit no cl 
lag either way. The percentage of increase of prices was much greater 
han that of money. 

Third phase—from 1920 to 1922: In most countries, wholesale pn 
leclined first, money later, if at all. The percentage of declit f 
wholesale prices was much greater than that of money 
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of inflation was the dependence of prices and note issue upon exchange 
rates, loss of confidence, and bearish speculation. 

Fifth phase, 1922-1925: In Germany, Austria, and similar countries, 
a return to gold, accompanied by balanced budgets, and international 
stabilization credits, served to restore confidence at home and abroad. 
Velocities of circulation slowed down to normal, foreign and emergency 
currencies were displaced by the new stable domestic currencies, and 
money went through a rapid expansion which did not result in price 
inflation because it represented a process in which money was growing 
up to the needs of trade. 

The primary purpose of this synopsis of recent price history is to 
bring out the sharp diversity of relationship which may exist between 
the various price-making factors. Of what use is a clear conception 
of this diversity of relationship? It would perhaps be of use as a means 
of satisfying sheer historical curiosity about the record of the past. 
It would perhaps be of use in showing how the next war can be financed 
without resort to inflation. It would perhaps be of use in proving or 
disproving the quantity theory or some other theory of the value of 
money. However, none of these uses is of primary concern in the 
present analysis. The primary concern here is to indicate the im- 
portance of making the same kind of approach to the price fluctuations 
of normal peace times as has been made to those of abnormal times; 
namely, an approach which stresses the mutations in relationship of 
price factors from one type of fluctuation to another. 

Just what does such an approach involve? What specific questions 
does it treat as significant? First, instead of reworking the old prob- 
lem in rigid mechanical causation as to whether M is the cause of P or 
P the cause of M, we investigate the changing interactions of M and P 
upon each other and the changing lags and amplitudes of various meas- 
ures of M and P from stage to stage of price fluctuations. Moreover, 
we investigate the changing interactions of both M and P with outside 
factors—industrial, fiscal, psychological, and the like. For example, 
the whole set of interactions typical of a financial crisis is differentiated 
from those typical of industrial revival. This approach requires the 
constant use as a tool of thought of the mathematical truism, 
MV = PT, but divorces the truism as such from the stereotyped dogma 
of causation which has grown up around it. 

Second, and by way of more concrete application of this general 
criterion, this approach seeks to give more definite analysis to dis- 
turbances in the demand for or supply of certain groups of goods. 
During the War such disturbances related to essential versus non- 
essential commodities, to exported versus imported or domestic com- 
modities, to price-fixed versus non-price-fixed commodities. Under or- 
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the price phenomena of more normal periods, and suggests th 


of approach needed for more adequate understanding of ordinary 


periods. The essence of this approach is to ascertain the cl 


elations of price-making factors from one phase of pri 


to another. The next ste p in defining this appre ch is 
some specific cases of price history since the War. 

price movements offer the best field for this endeavor. Owing 
space, I shall deal with only one phase of th cv le; namely, 


Che first deflation period selected for consideration is 1925 


Between the first quarter of 1925 and the 
prices in the United States fell, according to vari 
ll to 15 per cent. During the me period, a wor 
wholesale prices was under way. England, this 
17 per cent, and in fourteen leadi 
iverage decline was about 12 per 
countries, with one or two exception underwent 
cost of living, although the percentage of its decline 
half that of wholesale price S. 

This general decline was accompanied by 
dispersion of prices which may be illustrated by tl] 
Unjted States. Comparisons may be made between the pe 
ind the low point of 1927. Cost of living according to th 
Labor Statistics index fell only 2 per cent, and accordi 
National Industrial Conference Board and the Massachusetts 
Commission indexes, only 6 per cent. The revised composit 
prepared by the Federal Reserve Bank of New York and inch 
different groups of price s, fell only 2 per ce nt. Evid ntly t} 
purchasing power of the dollar changed very little. However, 
groups of commodities in wholesale markets fell sharply. Th 
furnishing goods fell 19 per cent, cotton goods 22 per cent, 
cent, grains 32 per cent. Farm products at the farm fell 
whereas non-agricultural commodities at wholesale fell only 
cent. Factory wages increased about 4 per cent and farm 
about 3 per cent. Twenty basic commodities declined 18 px 
Export and import prices declined nearly 28 per cent whereas 
of goods primarily domestic in character fell only 10 per cent 
general, the decline was greatest in wholesale prices of farm ce 
modities, basic commodities, and export and import commodities. It 
was least in domestic industrial commodities, in commodities ready for 
the consumer, in commodities involving a heavy labor cost, and in tl 
cost of living. The decline was negligible in the composite index 
all prices which is the most accurate index we have of the general pur 
chasing power of the dollar. Although these inequalities of prices ar 
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of great import pursue the subject further because 
another paper levoted to that phase of the price 


The internat f these price movements are par- 
ticularly import is important to our export trade 
headed the decl r of 1925. Import prices, though 
slower in starting lly went to equal extremes. Price 
indexes of bas 1 of farm commodities, reflecting 
quickly the ton arkets, were leaders in the general 
decline. Basic « m commodities fell nearly twice as 
much as shelter nd export and import commodities 
fell nearly thre [he shock to prices in the United 
States was great which are most sensitive to the com- 
merce of the wor 

In order to uw national repercus ‘on of prices, we 
must appreciate of the return to goid by England 
early in 1925 an of other leading countries either 
shortly before or England’s decisive action. The setting 
varies from count t the basic economic problems are 
much the same « t essential respects the experience 
of England fair that of other countries; hence, 
fundamentally ar xperience of England will apply, 
with certain modif it of the other countries. The Com- 
mittee on the Cu f England Note Issue, after hearing 
many expert wit! rewarned that a return to gold in 
1925 meant “a p restriction and falling prices.” The 
outlook was des« We must still be prepared to face a 
fall in the final p1 f a significant, though not very large, 
amount, unless it t a corresponding rise takes place 
in America, if thi re is to be restored to or held at the 
pre-War parity.” Ir ll countries returning to gold had 
to scale the inter g f their currencies down to the value 
of the gold dollar 1 States set the pace, all other countries 
had to adjust th to hers. This meant either inflation 
in the United Sta itside the United States. Europe 
hoped for the for 1 to face the latter. 

The British cor referred to had its eyes wide open to 
the possibilities an led strong measures of credit restriction. 
It declared: First, t tation of that issue [i.e., fiduciary 
currency notes] s! maintained”; second, “It is possible 
that some temporar ney rates will be necessary to bring 

*F. C. Mills, “Post Pre-War Trends,” published by the American 
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about the necessary adjustment of sterling prices to the gold level.” In 
fact, combined circulation of Bank of England Notes and Currency 
Notes was contracted about 7 per cent, during the ensuing two years, 
the discount rate of the Bank of England was raised from 4 to 5 per 
cent, and private deposits of the Bank of England were contracted 
about 10 per cent. These restrictions helped to keep exchange at par 
and to lower commodity prices. These readjustments were distressing 
to business and contributed to industrial depression and increased un- 
employment throughout most of 1925-1926. The depressed markets 
transmitted their influence to outside countries in the form of drastic 
cuts in export and import prices. Meanwhile, the process of making 
payments to the United States on account of war debts meant pressure 
in the direction of building up credits abroad by selling merchandise at 
low prices. The complex process of return to gold may be summarized 
as credit and ~ .e restriction, industrial depression and readjustment, 
and price deflation relative to United States prices. This process was 
operative in countries such as France and Italy which were preparing 
for return to gold, as well as in the score or more of countries which 
actually completed the return. The process was world-wide in its in- 
fluence and the explanation must be world-wide in scope. 

The predominant European opinion, while conceding that some price 
decline was inevitable upon the return to gold, nevertheless holds that 
ultimately the United States was responsible for the extreme inter- 
national deflation which actually ensued. They say that other countries 
were forced to restrict credit excessively because of the harshly re- 
strictive credit policy of Federal Reserve authorities. They accuse the 
United States of sterilizing gold, of neutralizing, hoarding, locking up, 
and burying gold. Is the accusation well founded? 

The reply of the Federal Reserve Board is as follows: “The causes 
of the general price recession in recent years lie in industrial and trade 


** Let us examine for 


conditions rather than in financial developments.’ 
a moment these industrial and trade conditions? An ultra-cautious 
business psychology prevailed, partly as a reaction against the predic- 
tions made by Europeans that the United States was due for inflation, 
partly as a result of the fear that the rampant speculation in stocks 
and real estate might get a foothold in commodity markets, partly as 
a result of warnings and admonitions emanating from Federal Reserve 
authorities themselves. Moreover, certain of the commodity markets 
were badly disturbed. Agricultural prices were severely depressed as 
a result of poorly balanced world supply and demand. Export and 
import prices were also deeply depressed. The outside world was 
forced to cut under our prices enough to ward off unfavorable trade 


‘Federal Reserve Bulletin, May, 1927, p. 313. 
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economic growth of the country. The two major sources of permanent 


reserves to maintain this trend of growth are increases in gold stock 
and purchases of United States securities by Federal Reserve banks 


The former permits primary expansion, the latter secondary expan 
sion. Between January, 1925, and January, 1927, not only did gold 
stock decline but also United States securities owned by Federal Ri 
serve banks declined sharply, with the net result that permanent r 
serves for member banks fell about $200,000,000 in two years tim« 

The member banks sought to offset this contraction of permanen 
reserves by direct borrowing from the Reserve banks. However, direct 
borrowing furnishes only temporary funds whereas what was required 
was permanent funds. Of course, the Reserve banks stood ready t 


rediscount freely, but, to quote from the 1926 report of the Federal 


Reserve Board, such funds are “primarily intended to be used in meeting 
the seasonal and temporary requirements of members” and Reserve 
banks were “using their influence to discourage member banks from 


making continuous use of the lending facilities of 
It is small wonder, therefore, that during this period, actual member 
bank reserve balances increased less than 2 per cent per annum whereas 
the normal or required rate of growth may be estimated at about 5 or 
6 per cent. In brief, at the very time when gold stock was diminished 
the Reserve banks accentuated the shortage of permanent reserves o 
g@ their holdings of United States securities, 


and thus forcing the member banks to rediscount. But when they ré 


member banks by lowerin; 


discounted, they were warned that they must not use the proceeds for 
continuous needs or permanent reserves. 
There was plenty of gold in Reserve bank vaults, but member banks 


were forbidden to use it for secondary expansion. In this sense and to 


this de oree, gold was locke d up, ste rilize d, de mone tize d. 
I 


This restrictive policy, instead of counteracting the dull and fright 
ened demand for commercial funds and the general weakness of prices, 
greatly accentuated these tendencies. However, defendants of the 
Federal Reserve P licy have declared that “there was no demand for 


additional funds,” and hence the policy did not restrict funds. The term 


“demand” in this connection is quite ambiguous. In fact, demand is, 
with very rare exceptions, sufficient to abs« rb on some terms all the 
funds available. As the Board itself has recently put it : “Member banks, 
as profit-making institutions, at all times make use of their reserves 
to the full extent authorized by law. Consequently, an addition to the 


reserves of member banks always gives rise to a growth in the volume 


of their operations.” Cle arly . if reserves h id not be en lo« Ke d 


® Annual Report, 1926, p. 5 
* Federal Reserve Bulletin, Sept., 1927, p. 269. 
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up, additional { zone into circulation. This aspect ular 
of demand for f tal importance. mar 
The whol ion illustrates the necessity for an 897 
idditional « policy; namely, the increase of in- is .€ 
vestments of F it a rate sufficient to insure a inte 
normal rate of ¢ r trend, of member bank reserves. one 
Failure to obse1 from 1925 to 1927 justifies in part bef 
the European \ 1 States was responsible for the Fed 
world-wide pt rt” because it is freely admitted or 
that fund n in the United States made some of 
price recession 1 ble. But when in 1926 the reces- the 
sion passed into | was aggravated by restrictions on ' 
permanent reser\ s, it was within the power of the qui 
Federal Reserve t upward pressure on credit and be 
prices and this t! wil 
I have thought go into the period in some detail pr 
because I am con ites our failure as yet to develop me 
clear standards of policy to apply to periods of de- det 
flation. Reserve ba were pursuing a “hands off” policy an 
when in fact they powerful restrictive policy. During mt 
the days ahead w! | gold economy become imminent 
problems, it is n define much more clearly what i¢ 
constitutes a “han t constitutes a restrictive policy ve 
and what constitut licy. The great problem of the ¢ 
next decade in Feds will be how to cope with deflation, in 
just as the great I ) lecade has been how to cope with of 
inflation. h 
In order to cor 1927 deflation with other similar oO! 
post-War price m rable to show the general position 
of periods of falli post-War business cycle. Three ¢ 
periods of rising p 20, 1922-1923, 1924-1925, were con- 
sistently aligned wit ness revival or prosperity. Two r 
periods of falling | 21, 1923-1924, were aligned with 
business recession, | , 1925-1927, was aligned with a P 
remarkably well sust f business. ( 
) The accompanying tain monetary characteristics of ‘ 
these cyclical price reat readjustment of 1920-1921. 
. The price curve is lex of the Bureau of Labor Sta- | 
tistics adjusted to t July, 1921-June, 1927, as a base 
of 100. Selection of ows out of the assumption that for 
this period the long f prices is best indicated by a 
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ular trend.” Outside deposits are selected because they represent pri- 
marily the commercial supply of credit. The maximum correlation is 
897 when deposits are lagged one month, but with no lag at all, it 
is .861, and with prices lagged one month it is .781. We have here an 
interesting co-variation, but we must not infer from this relation that 
one factor is the cause of the other. The index of permanent reserves 


is derived from gold stock plus United States securities owned by 
Federal Reserve banks. For this period the effect of currency issued 
or retired on permanent reserves can be ignored because the amount 
of currency in circulation was substantially the same at the end of 
the period as at the beginning. 

To explain adequately the relations of these three curves would re- 
quire many lines of investigation. In this limited paper only one will 
be discussed ; namely, the evolution of Federal Reserve policy in coping 
with the falling demand for credit during the three periods of falling 
prices. These three periods have played a prominent part in develop- 
ment of Federal Reserve policy with respect to the control of price 
deflations. Since it is generally recognized that deflation is much less 
amenable to control than inflation, we are dealing here with perhaps the 
most difficult phase of central bank policy. 

The outstanding doctrine emerging from the first deflation, 1920- 
1921, was that the best way to prevent excessive deflation is to pre- 
vent excessive inflation. After a sky rocketing of prices such as that of 
1919-1920, a drastic corrective in the form of a fall of prices must 
inevitably run its course. But after a moderate and healthy firmness 
of prices, the cyclical recession of prices will be equally moderate and 
healthy. This principle of control has been widely endorsed by econ- 
omists and bankers as a cornerstone of central bank policy. 

If we look over the subsequent periods of decline, we quickly dis- 
cover that this principle is far from adequate. Both in 1928-1924 and 
1925-1927 wholesale prices threatened to fall to extremes which showed 
no particular connection with the preceding periods of rising prices. 

Toward the end of 1923 industrial recession became serious, a hesitant 
attitude prevailed among business borrowers, speculation was on a 
conservative basis, and in the West, bank failures, agricultural unrest, 
and threatened radical legislation were giving rise to alarm. In 1924 
interest rates fell to about 8 per cent on commercial paper and 2 per 
cent on bankers acceptances and call loans. To this situation the 
Federal Reserve authorities applied positive control. They had dis- 
covered a year or two earlier the possibilities of open market policy. 
In April, 1923, they had set up an Open Market Committee and had 
formulated the principle “that the time, manner, character, and vol- 
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ume of open market investments purchased by Federal Reserve banks 
be governed with primary regard to the accommodation of commeres 
and business and to the effect of such purchases or sales on the general 
credit situation.” Acting upon this principle, they started buying 
United States securities in the autumn of 1923 and within a year 
bought about $500,000,000 of such securities. The discount rate at the 
New York Bank was lowered from 41% per cent in January, 1924, to 
3 per cent in August of that year. If these steps had not been taken, 
then, to quote Governor Strong of the New York Bank, “Instead of 
having some expansion of bank credit such as has taken place, we should 
have had some further contraction and probably a definite further 
slackening of business and lowering of prices.’ In other words, instead 
of adhering to the view of 1920-1921 that falling prices will not run to 
excess if the previous period of rising prices has been moderate, they 
became afraid of an extreme decline and deliberately set out to check 
it. Although money was already easy and the demand for additional 
funds was about as stale as it ever gets, nevertheless the Federal Re- 
serve authorities proceeded by open market transactions to inject about 
a half billion dollars of additional money. What happened? As per- 
manent reserves available for member banks increased, demand deposits 
increased, and wholesale prices promptly followed suit. Here was ds 
liberate intervention to bring deflation to a halt. In this kind of sit 
uation, the policy of the Federal Reserve banks was a decisive influenc: 
in shaping the course of prices. 

Probably such intervention would not, however, have been so effective 
had not certain favorable conditions attended. Chief among these wert 
the absence of unhealthy speculation and in 1924 a sharp rise of 
agricultural prices reacting to the benefit of the American farmer 
because of good harvests at home accompanied by bad harvests abroad. 
In 1925-1927 these conditions were reversed. Speculation then cast 
such a spell of alarm over Federal Reserve policy that the officials 
did not venture to. inject money into the situation, lest it be used in 
such a manner as to drive speculation to dizzy heights rather than to 
to buoy up the level of commodity prices. Moreover, farm prices kept 
on falling right through 1926 and the first half of 1927. Under thess 
conditions, instead of applying a stimulant to demand for credit, as in 
1923-1924, they refrained from open market purchases, thereby per- 
mitting the available reserves of member banks as well as demand de- 
posits to fall below a normal rate of growth, and taking the position 
that the weak demand for credit was not amenable to control. 

The price recession reached a turning point during approximately 

®* Hearings on the Strong Bill, 1926, Part I, p. 338. This opinion was written 
on December 25, 1924. 
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money. Value theory in general and monetary value theory in par- 
ticular stand in need of that enrichment which comes from the measure- 
ment of fluctuations in the basic process of valuation. 

By this approach, conception of long and short run tendencies are 
reducible to more definite conceptions of types of time behavior. The 
general types which have here been singled out for special emphasis 
are long-time trend, post-War instability, and cyclical fluctuations. 
Each of these types calls for further subdivison of types of time be- 
havior depending upon the purpose of the analysis. This differentiation 
of types of fluctuation is a preliminary step in the direction of workable 
hypotheses about the behavior of prices under highly dynamic cir- 
cumstances. 

The more advanced stages of setting up such workable hypotheses 
involve the use of certain concepts and certain tools of workmanship 
which it is well to suggest in summary form. The price-making factors 
are conceived as a group of variables. An initial disturbance in any 
one variable not only sets up a series of changes in all the others but 
these in turn react upon the initial disturbance. A recognition of the 
mutual interaction, the reciprocal connections, of all variables enables us 
to dispense with the cruder concept that any one factor is the cause 
or the effect. Having dislodged the rigid notions of causation, we are 
prepared to seek for the sequences and proportions of change in each 
given type of price fluctuation. In this process the use of wholesale 
indexes as a measure of the general purchasing power of money has 
to give way to more comprehensive indexes, although for specific 
purposes wholesale indexes will be of undiminished importance. More- 
over, greater attention than before has to be given to internal relations 
of groups of prices and to dispersion of individual commodities. Finally, 
the changing elasticity of demand for funds from phase to phase of 
price fluctuation and the changing psychology of the business com- 
munity in relation to injection of new funds or withdrawal of old 
funds are taken as usual and normal and fundamental events rather 
than as mere surface perturbations on the static sea of hypothetical 
equilibrium. 

The relation of this approach to the quantity theory is difficult to 
state without an elaborate definition of exactly what version of that 
theory is intended. However, it can be stated in a general way in the 
words of Alfred Marshall, in testimony before the Committee on Indian 
Currency in 1899. Marshall said: “I hold that prices vary directly with 
the volume of currency if other things are equal; but other things are 
constantly changing. This theory has been the cause of much con- 
troversy ; but it has never been seriously denied by anyone who has taken 
it as a whole, and has not stopped short, omitting the words, other 
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POST-WAR PRICE MOVEMENTS—DISCUSSION 


E. W. Kemmerer.—I have read Professor Edie’s paper with much in 
erest and find myself in agreement with much of what he says. There 
are many points in the paper, however, concerning which I have serious 
doubts and, inasmuch as we profit more by discussing our differences than 
our agreements, I shall devote the few minutes at my disposal to one of these 
points; namely, to Professor Edie’s apparent belief that the world’s gold 
production will soon be so inadequate as to force upon gold standard 
countries of the world a long period of falling prices. He says, “barring 
some wholly fortuitous event, the outlook for a sustained increase in gold 
production is thoroughly discouraging,’ and his discussion concerning in- 
creased economies in the use of gold in the future yields an equally pessi 
mistic conclusion. In such conclusions he has good support in the opinions 
of no less authorities on this subject than Mr. Joseph Kitchen and Professor 
Gustav Cassel. And yet, I have my doubts and my reasons for them I will 

geest briefly; first, those relating to the supply of gold and, second, those 
relating to the demand. 

When, as a result of the War and particularly of the War-time depreci 
ation in the value of gold, the world’s annual gold production fell off from 
approximately twenty-two million fine ounces in 1913 to fifteen and a half 
milion in 1922, and the South African gold production declined from eight 
million eight thousand fine ounces in 1913 to seven million in 1922, we 
heard on every side pessimistic opinions as to the future production of gold 
and prophesies that it would be many years before pre-War figures of gold 
production would be restored, and that, at any rate, the return to these 
earlier high figures was highly improbable at best before the pre-War value 
of gold should be pretty well restored through a heavy decline in price 
levels. Well, gold is today worth only about two-thirds what it was worth 
in 1913, production costs in the best mines are actually lower than they were 
before the War, and the world’s total gold production which by 1922 had 
dropped to 69 per cent of the 1913 production had risen by 1926 to 87 per 
cent of the 1913 figure. South African production exceeded the 1913 
figure by 4 per cent in the year 1923, jumping in that one year from the 
lowest figure in twenty years, which marked the year 1922, to the highest 
figure, but one, in the history of the Rand, and every year since 1923 has 
registered a new high figure for the Union of South Africa, which today 
produces over half of the world’s gold. A news item in the New York 
Times, for December 18, says that the total gold output of the Transvaal for 
the first eleven months of 1927 was “nine million two hundred and eighty 
thousand ounces, so that last year’s total production of nine million nine 
hundred sixty-two thousand eight hundred and fifty-two ounces, which was 
a new high record in the history of the Rand, will certainly be exceeded 
this year.” The London Times of November 30, quoting a report for the 
year 1926 of the largest gold producing company in South Africa, said: 
“The quantity of ore crushed, gold produced, and profits obtained show 
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Java, the Philippines, and the Straits Settlement, and it exists today in 
many more countries than it did in 1913. In some of these countries, at 
least, it is not looked upon as a half-way house on the way to the more 
customary form of the gold standard. In the future the gold exchange 
standard is likely to be adopted particularly by smaller states and by 
colonies and other dependencies of larger states. 

Third, there is an enormous possibility for the development of the check 
system in most countries of the world, aside from Anglo-Saxon countries, 
and the use of checks in place of bank notes is a large economizer of gold. 

Fourth, and closely related to the above, in fact another phase of it, is 
the great economy in the use of gold that will result from increases in the 
rate of monetary and deposit currency’s turnover or, as it is often called, 
in the velocity of circulation. The efficiency of monetary gold varies with 
the rate of turnover of the gold coin itself, when it is used in hand to 
hand circulation, and of the notes and deposit currencies based upon gold 
when the gold coin is withdrawn from active circulation and held as re- 
serve against notes and deposits. As population becomes more dense, busi- 
ness more efficient, and transportation more rapid, we may reasonably 
expect increasing rates of monetary and deposit turnover. A gold coin 
that turns over, for example, twenty-four times a year, in hand to hand 
circulation, when placed in a 40 per cent gold reserve against bank notes 
of a central bank serves as the metallic basis of two and one-half times its 
value in notes and, as each dollar in notes will do as much money work as 
a gold dollar in hand to hand circulation, the gold dollar thus withdrawn 
from hand to hand circulation and used as the basis of note issues has its 
efficiency increased in the proportion of sixty to twenty-four, or two and 
a half times. If the same dollar in turn is taken out of the note issue re- 
serve and put into a 35 per cent gold reserve in a central bank against 
deposits, and if these deposits in turn constitute on the average a 10 per 
cent reserve for the deposit of commercial banks, and if these commercial 
bank deposits in their turn have an average rate of turnover of thirty-six 
times a year, we have multiplied the monetary efficiency of our original 
hand to hand circulating gold coins about forty-three fold. The gold dollar 
in reserve against deposits is, roughly speaking, seventeen times as efficient 
as it was when held in reserve against bank notes. These figures are, of 
course, hypothetical, but they are based roughly upon estimates of monetary 
and deposit currency rates of turnover in the United States and our present 
legal reserve requirements for the Federal Reserve System. The tendency 
of the world is likely to be strongly in the direction of using the more 
economical media of exchange and the rates of monetary and deposit turn- 
over are likely to increase. The increasing influence of American banking 
methods, particularly with reference to the use of checks, on other countries 
of the world is likely to lead to more rapid development in the use of de- 
posit currency in other countries of the world in the near future than it 
has in the recent past. 

All things considered, I am inclined to think that our anxiety concerning 
the future of gold might better be directed less to the danger of currency 
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ne of declining gold stocks, nor of tight money. There were very heavy 
exportations in the winter of 1924-1925; after that the gold stock in 
reased until last August. From April 1, 1925, to Apri! 1, 1927, the gold 
ply increased by $250,000,000; yet prices fell. I do not see, therefore, 


yw the restoration of the gold standard in Europe can have been a cause 
of our price decline. 

It is true, as Professor Edie points out, that import and export prices 
have fallen more than have our domestic prices. But an analysis of the 
make-up of the import and export indexes gives little support to the theory 
Professor Edie has presented. ‘The export index is dominated by cotton; 
and I do not believe anyone would contend that the fall of the prices of 
otton was brought about to any great extent by currency conditions. Crop 
onditions in America and the Indian monsoon are far more important fac- 
tors in the price of cotton than is the ability of England to finance purchases 
of the cotton which, in large part, she resells in foreign markets. Likewise, 
with our import index. Rubber, silk, coffee, and sugar, which are the 


lex, are largely controlled in their price 


most important items in this inc 
movements by conditions upon which the restoration of the gold standard 
in Europe has no influence. 

Moreover, it must not be forgotten that both our imports and our exports 
are largely raw materials. Raw materials are well known to have wider 
price fluctuations than do manufactured goods. In times of falling prices 
raw. material indexes go down more than do general indexes, and in boom 
times they rise faster. The last two years offer a fresh illustration of this 
well-known phenomenon. 

One more point of disagreement: Professor Edie lays much stress on 
the fact that member bank permanent reserves have not during the last 
two years increased at their normal rate. This fact he explains in terms 
of a supposed restrictive policy of the Federal Reserve Board. It seems 
to me that any influence which the banks’ reserve position may have on the 
price level must necessarily be exercised through the medium of the volume 
of loans. While it is true that reserves have failed to increase at their 
normal rate, it is noteworthy that bank loans have increased at more than 
their normal rate. From January 1, 1925, to July 1, 1927, bank loans 
increased by $2,900,000,000 and bank investments by $700,000,000. The 
increase of total loans and investments amounted to 12.6 per cent in thirty 
months, or fully the normal amount. 

This curious phenomenon of rapidly rising loans and stationary reserves 
has been possible chiefly on account of the extraordinary growth of time 
deposits, which made possible a reduction in the reserve ratio of all mem 
ber banks from 7.0 per cent in the opening month of 1925 to 6.4 per cent 
in January, 1927. The relative increase of time deposits against which only 
3 per cent reserves are held, has virtually placed in the hands of banks for 
disposal two billion dollars of new credit without their having to resort 
to the use of Federal Reserve credit. Under these circumstances, it is 
not strange that the volume of reserves has shown little growth. There is 
no real evidence that the Federal Reserve Board has been holding the 
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ROUND TABLE DISCUSSIONS 


THE RELATIONSHIP BETWEEN DEPARTMENTS OF ECO 
NOMICS AND COLLEGIATE SCHOOLS OF BUSINESS 


E. Heitman, Chairman 


It has been felt that it would be desirable to arrange for a joint meet 
ing of the American Association of Collegiate Schools of Business and the 
American Economic Association, for the purpose of discussing the many 
interests which are common and mutual to economists and business educa 
tors, hence this conference has been arranged to discuss these relationships. 

What are some of the more important common interests and problems? 
Briefly, some of them may be suggested as follows: What constitutes the 
proper differentiation in objectives for schools of commerce and departments 
of economics—educational objectives and scientific objectives? What is 
the definite educational responsibility which rests upon each? Another 
problem which has given rise to difference of opinion is one which has to 
do with the place of the department of economics in the scheme of uni 
versity organization. Should it be organized outside and independent of 
the school of commerce, retaining its status as a separate department in 
the college of arts, or should it be organized exclusively as an administrative 
unit within the school of commerce? 

Another important problem has to do with the extent of training in 
economics courses which should be required before the student is permitted 
to begin his study of business. Is it true, as asserted by some, that the 
study of economics contributes little if anything to the proficiency of the 
business executive, and that business men really have as much to fear from 
economists as from legislators? Or on the other hand is it true, as is 
sometimes stated, that economics is to the study of business what biology 
is to the study of medicine? And if a thorough grounding in economics 
is really essential before the student should be permitted to begin his pro- 
fessional study of business, how extensive should this preliminary study be? 
If we concede the importance of economics to the study of business, there 
remains the question as to whether the study of economics should precede 
or be concurrent with the study of the applied business subjects? The 
latter plan, I believe, is followed in many of the institutions which offer 
a four-year undergraduate curriculum in business. 

Some concern has been expressed regarding the effects of the develop- 
ment and expansion of schools of business upon departments of economics. 
What will be the effect upon departments of economics, «pon courses in 
economics, upon research activities of members of the faculty, and upon in- 
structors themselves? 

Another problem of relationship, upon which clear thinking is of the 
utmost importance, has to do with the establishment of a line of demarca- 
tion between those courses offered in the department of economics and 
those offered in the school of business. True, the answer to this problem 
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The first and slightest advantage is that such an organization attracts 
more students to the college. Stripped of the courses in economics the 
college of commerce seems to some of the students to offer only dry husks 
without much cultural value. 

Another minor advantage is the greater ease of organization. It is not 
always easy to distinguish between social economics and private economics, 
between courses given to make better citizens and those to make more 

ent workers. The distinction is not between broad and specialized 
courses, for a course in general social economics may be highly specialized 
as one on the economic history of the industrial revolution or on the theory 

f profits. ‘The distinction is rather between points of view, between thi 
social and the private approach. And yet, I doubt whether many of our 

yurses in business have been as highly professionalized as these in the 


ture or law. The teaching personnel, the 


7 


colleges of engineering or agricul 
textbooks, and the point of view of our colleges of commerce, even in their 
most technical courses, are still affected by the circumstances of their birth 
and training in the old departments of economics. Since this is so, it is 
( ild be de tached 


from the department of economics and included in the college of commerce 


not easy to draw the line sharply between courses which s 


when these two are separated. Such an unfortunate separation is avoided 
so long as the department of economics is included within the college of 
commerce. Conflicts of interest and of jurisdiction are thus prevented. 

Such inclusion, moreover, reacts favorably upon the college of commerce 
itstlf. There is danger that the teacher of a technical and professional 
course may overemphasize its importance or condone successful but un 
social methods in business practice. The proximity and perhaps the criti 
cism of more general courses is frequently valuable in ‘eading to a better 
realization of the place which a particular calling holds in the business 
world, and to a clearer recognition of its social significance and implications. 
With the growing specialization and division of fields of knowledge into 
smaller and smaller fragments there is constant danger of missing the 
larger view of a university education and of substituting for it mere formal 
proficiency in some art or the accumulation of facts 

The final advantage which I see in the inclusion of the department of 
economics in the college of commerce is the emphasis which is thereby given 
to the training of leaders rather than turning out mere technicians. I be 
lieve that the inclusion of numerous courses in general economics const 
tutes the best basis for successful leadership in business. 

In arguing for the inclusion of the department of economics in the college 
of commerce, I hope I have not pushed the argument too far, and made 
it appear that no students could, or would be apt to, elect economi 
courses unless they were enrolled in the college of commerce. Nothing is 
farther from my thought. I mean to say only that, since commerce stu 
dents especially need economics courses, these should be listed and ad 
ministered in that college. But such courses would be open to all students 
in the university who satisfy the prerequisites. The department of eco 


nomics, like those of mathematics or modern language, is and should be a 
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service depart er any economics course which is required 
by an olles to receive into its general courses al] 
qua fied uni e of their registration in any particv- 
lee calles and more frequently are, listed simul- 
taneously in t f two or more colleges. 

Thus far I largely in generalities. Let me now 
describe s , he organization of the four-year cur 
riculum in ¢ rsity of Illinois, and the place which the 
Department of ; in this scheme. Roughly, about half 
of the work ta ident is taken within the college, and 
somewhat less ; taken in the Department of Economics, 
It is probab urses, like investments, insurance, and 
pe rsonnel mai at Illinois are given by the Department of 
Economics, wv ymmerce courses in other institutions 
with a differe: as been our experience that the four- 
vear < 4 freshman economics the first year, 
maken ah cai ent’s career motive, and probably leads 
more students t lege of Commerce than otherwise would, 
We thus carr) he first two years of the vast numbers 
who are exper > life and who drop out before finishing. 
By the time he ar the student who survives has had the 
basic courses in accountancy and business organization. 

In outlining ssion Dean Heilman raised this ques 
ion, “Does tl work exaggerate in the student’s mind 
the importance r subjects and lessen his interest in 
broader econon n our experience at Illinois my answer 
to this question ative. The real specialization and the 
election of tecl tter’’ courses begin practically with the 
junior year, | years the general economics courses 
are about as wi re technical ones. About two-thirds of 
our commerce s mewhat undifferentiated “general busi- 
ness” curriculu ate either that they have not made up 
their 1 Ss a 


rs or that they consider a’ general 


course the best ness. Among the specialized curricula 
the largest ele ounting and banking. In those busi- 
ness occupation as been reduced to definite and well- 
understood prin aught and practised students elect the 
courses giving t need, 

One final ques and answered: “Is it advantageous that 
the student sh¢ ; in economics simultaneously and con- 


currently with s bjects throughout a four-year program 


e first two (or three) years of college 
work as a pre! rece courses?’ 


rather than con 


?”’ From our experience at 


Illinois we shoul affirmative. The students are requested 


to complete in ertain elementary educational require- 
ments, such as rl gn language, etc., but in general, their 


courses are grad ficulty and not merely by subject matter. 
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['o put all the general economics courses in the first two years and all the 
technical commerce courses in the last two would be to forsake this order, 
for some of the commerce courses may properly and advantageously be 
given in the earlier years and some of the economics courses may profitably 
be deferred until the later years. It seems to us, therefore, that the stu 
dent will get better results if he drives these courses abreast rather than in 
tandem fashion. 

There is, of course, no antagonism in the methods or purposes of the 
department of economics and the college of commerce. Whether the de- 
partment will function better and more adequately serve the educational 
needs of the students in or out of the college will probably depend some- 
what upon historical and local conditions and perhaps upon the kind of 
organization. A system which works well in one place cannot always be 
transplanted without change to another. Like an organism, an educational 
organization must adapt itself to its environment. For the University of 
lllinois, I believe that our College of Commerce, in which is included the 
Department of Economics, with its four-year commerce curriculum yields 


satisfactory results. 


Wittiam H. Krexnorer.—In order that you may the more easily criti 
cise what I am going to say, I shall put my ideas into the form of a series 
of propositions. 

_The first proposition that I advance is this: the curriculum of the school 
of commerce should be based upon a minimum of two years of liberal arts 
work. I should put the minimum a good deal higher than this were it not 
for the reorganization of secondary and collegiate education which is now 
n progress. As we all know the junior high school and junior college 

1ovements are sweeping the country. I am one of those who believes that 
by beginning secondary education with the seventh grade and continuing it 
to the end of the sophomore year in college, it will be possible to effect a 
aving in time of approximately two years for liberal education. 

I should put the minimum higher than the two years just suggested were 
it not for the fact that from 40 to 50 per cent of the juniors in many of 
our four-year courses are transfers from other institutions. Accordingly, 
it will be much easier to build on top of two years of liberal arts work than 
to impose a higher requirement. 

I should put the requirement higher than two years were it not for the 
further reason that liberal education (by which I mean for present pur 
poses non-professional education) need not and should not cease upon a 
student’s entering the professional school. 

My second proposition is this: in the liberal arts curriculum economics 
is the bedrock upon which to erect the foundations of the school of com- 
merce. 

What biology is to medicine and what physics is to engineering, economics 
is to commerce. The study of economics is most valuable as a means of 
self-discovery for the student contemplating preparing for business. Many 
students of economics have no thought of ever going into business, but 
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ment of economics in the college of liberal arts, and of those whose work 
lies in the school of commerce, should be differentiated on some education 
allv defensible principle. 
Finally, I offer as a third corollary this statement: The department of 
( onomics and the school of commerce should have separate leadership. 
[here may be unusual local situations in which a departure from this 
principle is justified. Occasionally nothing else can be done than to en 
serial both leaderships to one individual. Sometimes there is a man in 
the faculty who has such a genius for administrative work that it is good 
policy to enlist his services for both tasks, but I believe that the ob- 
‘ectives and educational responsibilities of the liberal arts department of 
economics and the school of commerce are so different that it is usually 
exceedingly hazardous to entrust leadership in the two enterprises to the 
individual. On logical grounds, therefore, I favor a separation of these 


functions. 


C. O. Rueeies.—In attempting to answer Dean Heilman’s first question 
namely, what is the function of our schools of business) it will be well 
o direct attention toward certain phases of education in this country be- 
fore schools of business were created. One of the earliest of our pro 
fessional schools to give attention to the education of business men was 
the school of engineering. Some statement of the character of the cur- 
ricula of these schools may throw some light on the type of courses which 
should be offered by our schools of business. 

‘J 
voung America toward technical education, and within a short time we 


had an important technical school in the Rensselaer Polytechnic Institute, 


which was organized in 1824. At first this school gave a one-year course. 


second war with Great Britain sharply directed the attention of 


By the middle thirties, however, the development of American railways 
brought the organization of a three-vear course in this institution in civil 
engineering. The need for technical training is further indicated in the 
organization at Harvard of the Lawrence Scientific School in 1847 and of 
the Sheffield Scientific School at Yale in the same year. About the same time 
courses in civil engineering were offered at the University of Michigan. 

While plans were under way for the organization of the Massachusetts 
Institute of Technology before the Civil War, that institution did not get 
under way until the year 1865. 

The name of the University of Illinois at the time the institution was 


rganized was the Illinois Industrial University, and it was not changed 
its present title until the year 1885. 


The emphasis in all of these and other engineering schools was on the 


technical processes of production. This was the proper emphasis at that 
time. There was much need for greater skill in production. Even the 
early agricultural colleges created under the Morrill Act needed to place 
much emphasis on production. There was urgent need for improvement 
in grain crops and for better live stock on our farms. However, the suc- 
cess of these technical schools created a new problem. We succeeded so 
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phases of their curricula in order to make room for the subject of economics, 
in the hope that their graduates may have a clearer perspective of the 
problems which they will confront, it is probable that the schools of busi- 


ness would do well to profit by the history of these older schools, and not 
depart too far from the field of fundamental economics in setting up cur 
ricula in our schools of business. 

It is probable that the schools of commerce which will have the greatest 
success, will be those which offer a group of courses which enable their 
graduates to think intelligently about fundamental principles which are 
more or less common to all lines of business and which also give their gradu 
ates effective “‘tool’’ courses, such as accounting and statistics, which will 
enable them to attack a business problem in an intelligent manner. Much 
of the technique of business can be more readily learned on the job itself, 
and unless such technique is vital in finding one’s way into the fundamental 
principles involved, it is a question whether it has any place in the curricula. 

In attempting to answer Dean Heilman’s second query (what will be the 
effect upon the department of economics of the growth of schools of com 
merce), it may be said that if the foregoing reasoning is sound, it would 
not appear that the development of work of the colleges of commerce will 
weaken the department of economics. On the contrary, these departments 
should be strengthened thereby. If colleges of commerce are properly 
equipped for their work, they will be carrying on research in various fields 
which .involve many fundamental economic problems. The close contact 
of those teaching the courses in economics with those who are investigating 
business problems will help the economist to obtain certain information 
about the economic order which he might not otherwise obtain. 

More than a score of our schools of commerce now have bureaus of busi 
ness research. Through these bureaus many valuable researches of vital 
interest to the economist are being carried on. In the due course of time, it 
will be possible even for the tax-supported institutions to carry on research 
which belongs in what is called economics, rather than in business. Business 
men who have been enthusiastic in supporting bureaus of business research 
will gradually learn that the long-run solution of many of their problems 
involves much research in the field of economics. It would seem, therefore, 
that the science of economics will doubtless gain through application of 
the scientific method of attack in the study of economic problems. The 
new schools of commerce have found it comparatively easy to secure funds 
for so-called business research. The administrative officers of these schools 
will gradually make some of these funds available to economists who will 
thus be materially aided in the study of fundamental economics. This 
arrangement should be carried out whether the department of economics 
is in the college of arts or in the college of commerce. We ought to be 
able to center our attention on the solution of problems rather than on 
college organizations. Whatever the organization of the departments within 
the colleges may be, most research in business involves research in funda- 
mental economics—and vice versa. And while in some instances the new 
toy of business research may receive most of the attention and absorb 
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economics and the graduate teaching and research would have made more 


irked and satisfactory progress. Conversely, the many problems of busi- 

s education would have been dealt with far more effectively had the 
rroup of men whose training and interest designated them for this de 
irtment of the college been free to devote themselves entirely to its de- 


lopment. I am not in favor of the complete segregation of commerce 


and economics if it can be avoided, for there is apt to grow up an un 
iolesome rivalry, competition for students and appropriations, duplication 
border-line courses, and a general lack of co-operation and mutual re 
spect. It is perfectly possible to departmentalize for purposes of developing 
he two divisions and to care for the special interests of each, and yet to 
ittack the common problems of the two groups as a united faculty. I feel 
h the 

edium of a non-departmentalized staff could be achieved through occa 


ire that much of what we hoped to accomplish at Minnesota throug 


sional general faculty meetings. Even though the department of economics 
is on the budget of the liberal arts college, such co-operation between eco 
mics and business is equally desirable. 

Commerce students quite uniformly deplore the lack of solidarity and pro- 
fessional spirit which characterize the student bodies of our typical under- 
raduate schools of business. Seldom do we see the same esprit de corps, 
he same pride in achievement or seriousness of purpose as is found in 
our colleges of law and medicine. The reasons for this are various and 
entirely outside the boundaries of this discussion, except for one contributing 
ause, viz., the scrambling of instructors and students in economics and 
ommerce. Institutions which readily set up classes in economics for engi 
neering or agricultural or home economics students and try their best to 
a lapt the illustrative material to the students’ objective, will herd together 
ndiscriminately commerce students and prospective theologians, budding 
historians and social workers. No doubt the influence is broadening. but 
nothing will do more to destroy all efforts to build up a genuine profes 
ional spirit and interest. We have all had the experience of recommending 
to one of our students that he improve his deficiencies in expression by taking 
a vigorous course in English composition, only to find that he had been placed 
in a section of a rhetoric instructor whose “long suit’’ was composing daily 
sonnets to the “little birdie.’”” A somewhat comparable air of impracticality 
can be found in many classes in economics. I deplore as much as anyone 
he commercialization or vocationalization of everything in the business stu- 
dents’ program, but there need be no conflict between the objectives of 
social-mindedness and applicability of the course content to the everyday 
business of living and making a living. 

Your chairman has asked me to consider the advantages and disadvantages 
of the arrangement whereby a faculty member may be a professor in both 
the college of liberal arts and the college of commerce. No man can devote 
more than a limited amount of time to extra classroom activities, such as 
advisory work, committee assignments, and staff meetings, without getting 
into a rut so far as his scholarship and teaching eficiency are concerned. 


He will tend, therefore, to consider one of his two faculty memberships as 


ration 


less nomi! 1 to participate in the affairs of 
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Wirt Bowpen.—In English policy, the principle of monopoly was from 
the first the dominant factor in the control of inventions. Under the Tudors 
and the Stuarts, monopoly rights were extended also to innumerable in 
dividuals, who were given powers connected with the making, selling, im- 
porting and exporting of all sorts of commodities, and even connected with 
the administrative work of government, as the dispensing of licenses for 
violating certain laws. These monopolies called down upon Elizabeth and 
James I the wrath of parliament and led to the enactment in 1624 of the 
basic Statute of Monopolies. This law did not interfere with grants of 
monopoly in the charters of the commercial companies, but in the case of 
individuals and their rights in England, the law confined the grant of mon- 
opolistic rights to “the sole working or making of any manner of new manu 
factures,’ the “true and first inventor’ being allowed letters patent for 
fourteen years. 

Opposition developed, in the late Eighteenth Century, even to this lim- 
ited policy of granting letters patent of invention. Manufacturers were 
extremely hostile to patents. They proposed as a substitute for patents the 
policy of governmental and private subsidies. But the patent system sur 
vived as the basic mode of rewarding inventors and of controlling, within 
England, the use of inventions. 

The English patent system was later adopted by other countries. Eng- 
lishmen had virtually no protection in the law and policy of nations. Even 
before the time of the epochal inventions, many Englishmen were keenly 
aware of the competitive value of improved technique. One writer in 1772 
urged that machines, if adopted in England, might “starve the rival work 
men” of other countries, but this, he asserted, was better than for England 
to allow other countries, by a similar method, to take away her trade and 
thus to starve the workers of England. 

Englishmen had borrowed (or stolen) many important technical im 
provements from Continentals (as Lombe’s famous silk-spinning machinery 
at Derby), and on the basis of foreign skill had built up their own superi 
ority in technique. It was feared that foreigners, if unhindered, would 
return the compliment by borrowing from, and perhaps at length again ex 
celling, Englishmen. 

In consequence, a series of laws was passed to monopolize inventions for 
Englishmen. The earliest of these laws was enacted in 1695 to prevent the 
exportation of the loom known as the stocking frame. The machinery for 
spinning silk, although stolen from the Italians in the early Eighteenth 
Century by John and Thomas Lombe, became in 1750 the subject of a 
similar law. This law also applied to devices used in woolen as well as silk 
manufacturing; and it not only prohibited the exportation of tools or machin 
ery, it also forbade workers in these industries from leaving the country. 
At later dates (1774-1795) other laws were enacted applying to tools and 
machinery and workmen in other textile industries and in the metal-work 
ing trades. In addition, it was provided that sketches, miniature models, and 
specifications could not be sent out of the country. In summary, these laws 
prohibited: (1) the exportation of tools or machinery; (2) the exportation 
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for the Protection of Industrial Property. Each member of the Union 
agreed to extend to citizens of all other members the rights which it granted 
to its own citizens. An International Bureau for the Protection of Industrial 
Property, located in Switzerland, exercised advisory functions of value. 

But the system laboriously built up before the World War fell in ruins 
luring the war. Monopoly rights in technical devices and processes arose 
historically out of the belief that the originator of something new and at 
the same time useful should be rewarded and thereby encouraged. 

There is now serious need of a scientific re-examination of the appropri- 
ate boundary line between public and private rights in respect to inventions 
and rewards, 

Without attempting to say what ought or ought not to be done in regard 
to the international control of inventions, I wish merely to play the réle of 
a historian by recalling an interesting Eighteenth Century suggestion. This 
suggestion was labeled by its author, Sir John Sinclair, President of the 
Board of Agriculture, a “Plan of Agreement, among the Powers of Europe 
and the United States of America, for the purpose of rewarding discov- 
eries of general benefit to Society.”” His plan, published in 1795, called for 
an international organization with extensive powers and with resources fur- 
nished by the participating nations. Its purposes were to reward inventors 
and discoverers on the basis of expert appraisal of their efforts, and to 
facilitate the free use of all technical improvements by all peoples through- 
out the world, in opposition to individual and national monopoly of the 
means of progress. Sinclair hoped that his plan, if adopted, would be a 
part of a system of international co-operation and good will, swallowing up 
the prevailing intrigue and discord. The rulers of nations might in conse- 
quence be able to boast, so he hoped, net of fleets and armies and conquest, 
but of the blessings of peace and prosperity without parallel in history. 

The suggestion of Sir John Sinclair fell on deaf ears then, and similar 
ideas are ignored or ridiculed by present-day idolators of the status quo. 
But the fact remains that the monopolistic patent system has failed alike as 
an adequate and equitable mode of rewarding the labors of inventors and 
scientists, and as a basis for international relations as affected by the prog- 
ress of industrial technique. 


M. M. Knigur.—-With only two university chairs in economic history in 
France, it is obvious from the mass of excellent work turned out that a 
great many scholars not technically in that field must be devoting produc- 
tive energy to it. When we try to account for the striking contrasts between 
the French and American situations—in finished product, organization, and 
even aims—we immediately find ourselves looking beyond the narrow pro 
fessional boundaries of the subject. 

One point I wish to make perfectly clear. Economic history is considered 
a branch of history rather than of economics in France. 

There is nothing in a French university very similar to our “departments” 
of economics, with their conventional courses in theory, history, etc., and 
often some affiliation with a school of business, The standard arrangement 
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the pupils of all of them. It is a physical and biological science as to 
method, but distinguished from both physical- and bio-geography by its aims. 
[hat is, it grew up as the servant of history. Now both are mature and 
serve each other. 

From the standpoint of economic history, there is a distinction between 
the French and German schools of geography suggested by the names of 
Vidal de la Blache and Ratzel. This difference may have been overestimated 
by the French scholars who have mentioned it to me. Frenchmen seem gen 
er illy to regard the German work as too strictly geographical, and inclined 
to be careless, clumsy, or even hard-headed in dealing with historical 
fact. It is one thing to be scientifically critical as to what is possible in a 
given environment; but it is quite another to formulate a doctrine as to 
what must have occurred without an openminded and skillful examination 
of the evidence as to what did happen. As Kipling put it: 


“Oh, what avails the classic bent 
And what the chosen word 
Against the uncultured incident 

That actually occurred?” 


Scientific hypotheses, no matter how carefully constructed, are as helpless 
as “chosen words” against those ‘“‘uncultured incidents” of which we have 
proof. When a theory, or even that higher form of one sometimes called a 
law,” clashes with undoubted reality, the latter will finally prevail and the 
former will have to adjust itself. I will come back to this later in con- 
nection with the French “historical synthesis’”’ movement, which is another 
source of economic history, and from which, it seems to me, the so-called 
new history” in this country could learn a good deal. 

When a French geographer-historian mentions “‘economic stages,” he does 
not refer to any abstract sociological doctrine concerning what must have 
happened to the human race as a whole during a half-million years regard- 
less of basic conditions such as climate, soils, and the cost of transport. He 
is always dealing with what actually did occur, in a given environment. 
After all, the Germans of our generation are hardly less reasonable. I have 
called the attention of a number of Frenchmen to Miiller-Lyer’s book on 
the economic “phases” (as he calls them), a work which seemed to be prac- 
tically unknown in France. 

History may be a science in so far as its phenomena rest directly upon 
climate, soils, topography as affecting the cost of exploitation and transport, 
and other measurable physical or biological factors. This scientific basis as 
a whole is called human geography. It is not a very descriptive title. 
“Human ecology” would be better. History would be half a science if we 
could accurately measure the resistance of each environment to the one 
species, man, with which history is directly concerned. The least we can do 
with the complex and more or less imponderable factors which form the 
other half of the picture—that is, man’s organized pressure against these 
environmental resistances—is to use the utmost rigor, science, and integrity 
in our method of getting at what actually occurred. 
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old account books, correspondence, bills and receipts, and the like. These 
are being housed in the Baker Library of the Harvard School of Business. 
Che Fifteenth and Sixteenth Centuries are represented by the Medici ac 
counts loaned by Mr. H. Gordon Selfridge of London. For the Seventeenth 
Century there are the records of the first iron works in Massachusetts. 
The Eighteenth Century can be studied in the Thorndike and Hancock 
papers; the Nineteenth Century in the Gordon Dexter and Nathan Trotter 
records. The books of the Massachusetts Bank, established in 1784, have 
been classified and are being studied for early publication. The Slater 
papers, a rather bulky collection of books, throw light upon the rise of the 
factory system in America. 

It is a reasonable hope that similar records will be treasured and studied in 
other parts of the United States. Commonly, historical societies find no 
room for such material, largely because they have no interest in it. Depart 
ments of economics and schools of business might do something to stimulate 
existing historical societies in this direction or affiliate with the existing 
national society, the Business Historical Society. 

When we have the information necessary, and it is indeed available in 
slender form for the period from the Twelfth to the Twentieth Century, we 
still have the problem of how to present it. ‘The case system seems to be 
peculiarly applicable, because of the fact that the business man or firm 
is the unit in business history. Some problem of business policy connected 
with a particular man or situation can be made the focus of attention. Of 
course, in a school of business, where such work is most applicable, there 
may exist great prejudice against history. This can be in part overcome, 
however, by the case, or problem, method which has the business man’s 
point of view or at least records his struggles. The novelty of the presenta 
tion, coupled with the interest in a concrete business situation, goes a long 
way toward overcoming impatience with past events. To be sure, each prob 
lem should be correlated with a corresponding issue existing today. Apart 
from the difficulty in finding the time, this is not hard to do. 

But here comes a dilemma. The case method of study in business history 
presupposes a good background in economic history. Now, this is exactly 
what we do not find among students of schools of business. Accordingly 
it becomes the duty of the instructor to present both background and case. 
Take time to do justice to the case itself and you have missed the invalu 
able background. Spend your time on the background and the full sig- 
nificance of the case is lost. The solution lies probably in a very careful 
preparation of the details of the case in written form, followed by illustra- 
tive lectures on general, and especially economic, history. 

The effort to study business history in this way is worth while because 
of the significance of the evidence and the training involved in facing busi- 
ness policy as a whole. In the historic past, whether of Jacob Fugger or 
of Jay Cooke, we can relate the major facts of private business to the major 
facts of general development. This is often, perhaps commonly, more diffi- 
cult to do for our own time than for the past. 

In order to assist in the building up of the new subject, a journal is to 
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ness documents, or to transmit them at the Society's expense to the office of 
the Society in Cambridge, and asking of them lists of records which they 
already possess. The results obtained have been moderately encouraging, 
response from the local societies has been fairly good, and the Society has 
been able to locate some material in these local institutions. 

Secondly, the Society has been able to purchase a large number of books 
and pamphlets for its collection. The generous gift of twenty thousand dol 
lars from Messrs. Charles A. and Eugene M. Moore of New York City and 
the gratuitous aid of Mr. Robert Smitley, the proprietor of the Dixie Book 
shop, enabled it to make a heavy inroad upon the secondhand book market 
of business material. Other gifts of money have come in which for the 
most part have been employed similarly. Already, the Society can boast 
of twenty-five thousand to thirty thousand books and a large number of 
pamphlets, including some rare prizes in this field. 

Perhaps equally important has been the success secured in the acquisition 
of primary material—the account books and other documents of business 
concerns. The records have come in of quite a few New England textile 
enterprises, such as the Boston Manufacturing Company; merchants’ records 
have been added, such as those of Israel Thorndike covering his trade out of 
Beverly in 1800-1810, and those of Nathan Trotter and Sons of Philadelphia, 
covering the century and a quarter of 1790-1915 (fifty-five packing cases) ; 
while others worth mentioning are documents relating to the first iron works 
in America, that at Lynn, Massachusetts, in the Seventeenth Century and 
those of the Boston Water Power Company, the concern which filled in 
soston’s Back Bay. 

Not only have these records been acquired, but specialists have been en 
gaged and are now working upon the material to make it more readily avail 
able to interested students. 

Lastly, the Society has ventured into the publication field. Bulletins have 
been issued from time to time—now ten in number—which tell of the current 
activities of the Society and describe some of the more interesting of its 
recent acquisitions. In addition it has begun the publication of Business 
Historical Studies for which the first volume on the “Industrial and Commer 
cial Correspondence of Alexander Hamilton” is now in press. Finally, it is 
co-operating with the Harvard Business School in the issue of the quarterly 
which, under the editorship of Professor Gay, will soon bring out its first 
number. 

As the issuance of the quarterly itself indicates, the connection of the 
Society with the Harvard Business School is in some respects close. Not 
only has Dean Donham been an active factor in the Society, but the 
Society’s collection, by contract entered into with Harvard University, has 
been stored in the Baker Library of the Business School. Certain reasons 
seemed to dictate this action on the part of the Historical Society. Princi 
pally, there is a real advantage to the investigator—whatever his university 
connections—if he can go somewhere and find a large central library devoted 
to business documents of all kinds. The largest existing collection on busi 
ness lines is that of the Harvard Business School, and there is prospect 


; 


ent 
point 
ton, \ 
M 
point 
cern 

he 
histor 
pia 
aor 
ore 

ir 
econo 
ical 


S 
x 
S 
( 
Al 
) 
in i! 
ior 
ly bh 
| 
\ 1.0 
n I 
| 
n 


, the Society might by the use of 


Association 


books acquired through deposit 


viding a storage place of its own S] 
facilities readily to all comers— 
reason for the Society's refusing 
ouse and care for the materia] 
re, have it appear that it holds 
iversity. It would be very un 
n of all American business do 
room even in the new Baker t, 
has spoken of his interest in th: 
ersity of Michigan; and it seems : 


uuld be collected at some su 


s already available at Hough 


location for all records of that 
ight serve as the concentrating 

for documents primarily con : 

ll those interested in economi c 

» be urged to preserve business f 
heir old material to some safe 
ld up a finding list of business 

holars in the cataloguing of re« 

rely heavily upon the zeal of 7 


of additional units in its histor 


its new quarterly. 


94 


SIMPLIFICATION AND THE FEDERAL TAX ON EARNED 
INCOMES 


By R. Green, Chairman 


Committee on Ways and Means 
House of Representatives 


Much complaint has been made that the Federal tax on earned 
incomes is too complicated and ought to be simplified and there seems 
to be some basis for this complaint. The new bill which recently 
passed the House, however, made no change in the present law. It 
may be well to explain why nothing was done with this provision in 
the way of simplifying it, and explain, to some extent, the difficulties 
encountered when an effort was made in this direction. 

A report from a number of the collectors and an examination of 
such of the returns filed would seem to indicate that about 10 per 
cent of the errors made in individual income tax returns were in the 
computation of the tax on earned income. Many of the collectors and 
field officials recommended that the reduction on earned income be 
abolished and that, instead, there be granted some slight reductions 
in-all the rates, which necessarily would be carried through to the 
end. This recommendation did not appeal to the Ways and Means 
Committee for many reasons. Its effect would obviously be to benefit 
much more those in the higher brackets than those who paid the lower 
rates. The intention of Congress in providing for this reduction in 
the law of 1924 was to benefit the wage-earners having moderate in- 
comes. If the earned income provision was abolished in the manner 
suggested, the relief to this class would be inconsiderable. 

Besides this, the Committee did not believe that Congress, having 
once recognized the principle that earned incomes should be entitled 
to an allowance, would be willing to abandon every argument in the 
way of reason and justice supporting it; for if there was anything 
wrong in the application of the principle, it was that it had not been 
carried further. Incomes derived from earnings do not have a per- 
manent source like incomes derived from property. They will stop 
with the owner’s death. They may be greatly diminished by disease 
and, in all probability, will greatly fall off or entirely cease in old 
age. Then, too, earned incomes are usually perfectly apparent to the 
collector of revenue. They cannot escape taxation and are not subject 
to the allowances which, under many circumstances, are made upon 
incomes received from property. These and many other reasons in- 
duced the Committee to retain this provision, the principle of which 
has been adopted by Great Britain, France, Belgium, Italy, and Spain. 
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The attempt to remedy the inequities of the former law made by 
the provisions in the Act of 1924, with reference to earned incomes 
has had, in general, the same result as described above. Singularly 
enough, people generally do not realize that the most simple taxes are, 
as a rule, the most inequitable in their workings between the different 
taxpayers. The best known example is the ordinary tax on real prop 
erty which is levied by nearly all the States of our Union. It has 
been described by many students of taxation as unjust and unfair in 
the extreme and there is practically no remedy in the courts 
or otherwise, for the injustice which it effects. It makes no 
difference whether the property returns an income or not, or how 
much of the owner’s income is taken by this tax; and a survey of 
the situation among the farmers has shown that often from 30 to 40 
per cent of the net income of the farmer, including that received for 
the work of himself and his family, is taken by this tax. The holder 
of the title to real estate may have, in fact, only a small equity in the 
way of ownership, but in most States he must pay the same tax as 
if he owned it clear of incumbrance. The owner of a small home in 
the city sometimes finds that taxes for improvements which benefit him 
in no degree actually deprive him of his property entirely. Even the 
gasoline tax, which is often spoken of as the fairest kind of a tax, 
taxes the owner of a small truck which he uses for transporting goods 
or property between towns, thereby earning a meager livelihood in the 
midst of severe competition, as heavily as the owner of the most luxu 
rious car which is used only for pleasure purposes. Examples 
of this kind could be multiplied if it were necessary. The point is 
that so far we have never had—and I doubt that we ever will have 
a tax which is at the same time both equitable and perfectly simple. 
Of course, it does not follow from this that our present law cannot be 
much improved. Everyone concedes that it can and should be, but 
everyone does not realize the difficulties that are in the way of so 
doing. 

The Joint Committee on Internal Revenue Taxation called to its 
aid in preparing methods of simplification of the income tax a number 
of prominent tax experts and economists who to their credit served 
without pay. The result of the work of the Joint Committee, as aided 
by the advisory board consisting of these experts, is embodied in the 
report of the Committee made to the Ways and Means Committee of 
the House and the Finance Committee of the Senate, and most of 
the recommendations made in this report were embodied in the bill 
which recently passed the House of Representatives. Although the 
Joint Committee was able only to make a start in the way of simpli- 
fication of the income tax, one of its recommendations related to the 
provisions in regard to earned income. 
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ild not lower the number of calculations required as much as the 

n submitted by the Advisory Committee, seemed to me to be practi- 
lly foolproof. The plan was not entirely of my own devising for I 
.d been aided in its preparation by the members of the staff of the 
int Committee. It left the provisions of the present law with refer- 

‘e to incomes of less than $5,000 exactly as they are now. The 
lowance for earned incomes beyond $5,000 was to be computed in 
ecordance with a table to be inserted in the law and in the form for 

returns. This table fixed the amount of the allowance or deduc- 
ion for and on account of earned incomes above $3,000 in accordance 
with gradations of $400 each. The law might carry this provision 
n ordinary lines instead of a table, in which event it would not take 
ip much space, but, in any event, if printed in double columns, it 
ould not require very much space either in the law or in the returns. 
So much time, however, had been given to the consideration of the 
other plan that the Committee did not deem that there was sufficient 
time remaining for proper consideration of the plan to which I have 
st referred. The principal objection made was to inserting a table 
the law, which seemed to be necessary as the amount of the tax 
redits did not increase evenly on account of the variations in the 
necome tax rates, both normal and surtax. 

Either of the two plans suggested may form the basis of future 
‘tion. I am not prepared at this time to say which may be worked 
uit for the better, but so far they afford the only solutions worthy of 
further consideration which have been proposed for simplifying the 

earned income allowance provision. 

Any new plan that is suggested should, in my judgment, include the 
present provision with reference to incomes under $5,000. Although 
his part of the provisions of the law has been the most severely 
criticized of all, it is quite clear to me that it is absolutely necessary. 
To require the Bureau of Internal Revenue to compute, in the millions 
of cases of small shopkeepers and farmers, the precise amount that 
is attributable to incomes from capital, on the one hand, and to individ- 
ual earnings, on the other, would simply swamp the Treasury officials. 
‘These parties never keep any books from which such calculations could 
be made. They could not make the returns for themselves nor could 
the Bureau officials make them. This provision with reference to in- 
comes under $5,000 does injustice to no one and, on the whole, effectu- 
ites, although somewhat roughly, justice by its results. It is the 
personification of simplicity and the form of the return required on 
incomes of less than $5,000, which are over two million in number, 
is so simple that any one who understands the multiplication table 
can make it except in very unusual cases. Moreover, incomes of less 
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that when it is finished the changes will bring trouble and difficulty 
to some who have made themselves familiar with the provisions of 
the present law and do not like to be compelled to give time and study 
to a revision no matter how much the former law is improved thereby. 
We have had an example of this in the criticisms on the rearrangement 
f the law made by the bill just passed by the House. This rearrange- 
ent was approved by the Advisory Committee and, in my opinion, 
ll meet with general approval by the Bar as soon as its plan is fully 
inderstood. There is another matter which should be taken into con 
sideration in this connection. It happens that some of the provisions 
of the present law which have been the most poorly worded have for 
hat very reason been taken to the courts for construction and their 
ieaning absolutely settled. No matter how clearly the new provisions 

iy be drawn, at least in the opinion of those who prepare them, 
ome of them will be attacked in the courts. Consequently, there 
are those who will argue that it is better to take the language as it 
stands than to re-draft it and have it sent once more to the courts. 
In my opinion, if the whole income tax law is re-written, the languag« 
ought to be put before the public for at least a year before being 
enacted into law in order that any just criticism of its form may bé 
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sideration of the definition of income and of the possibility of doing 
way with the complicated and troublesome valuations which clog the 
.dministrative machinery. Certain aspects of this problem can be illus- 
trated by a second major problem of simplification and equity; namely, 
the taxation of corporations in such a way as (1) to prevent discrim- 
ination as between corporations, partnerships, and individuals and (2) 
at the same time to prevent evasion of surtaxes upon undistributed 
earnings. 

At the beginning of this discussion it may be well to remember that 
the income tax derives its great support from the general belief in its 
essential fairness. Any proposal for simplification is foredoomed to 
failure if it flouts unduly the reasonable considerations of equity. Per- 
haps the great majority of people believe that the income tax is more 

juitable than almost any other tax. Particularly they believe that it 
s more nearly in accord with ability to pay than tariffs and excises 
which, prior to 1914, were almost the sole sources of federal revenues. 
In supporting his income tax amendment to the Wilson Tariff Bill of 
1894, Congressman McMillin of Tennessee said: “My friends, are we 
going to put all this burden on the things men eat and wear and leave 
out those vast accumulations of wealth?” 

The ill-fated tax of 1894 was only the beginning of a twenty-year 
struggle which finally resulted in the adoption of the Sixteenth Amend- 
ment to the Constitution (1913) and the subsequent series of income 
tax statutes. The insistent and general demand for the income tax has 
not been confined to the United States, nor did it originate here. With 
growing popular control of government, the masses in most civilized 
countries have been adopting this method of shifting some of the tax 
burdens from their shoulders on to those of the richer classes. Ability- 
to-pay has been the watchword. The idea embodied therein has sunk 
deep into the popular mind. All proposals for tax modification must, 
therefore, consider the strength of this popular demand. 

2. The Present Concept of Income and Its Logical Implications.- 
In its main outlines the argument for simplification by omitting capi- 
tal gains and losses runs somewhat as follows. The Sixteenth Amend- 
ment to the Constitution provides for the taxation of income, not of 
capital. The Supreme Court does not permit Congress to define income 
as it may chance to please; it has power to tax as income only what 
is actually income. * Economically or theoretically, capital gain is capi- 
tal, not income; therefore it should not be included as income for tax- 
ation. From an administrative standpoint it is very difficult, if not 
impossible, to measure capital gain because such measurement requires 
valuations as of March 1, 1913, or/and of some other date more or less 


* Eisner v. Macomber, 252 U.S. 189, decided March 8, 1920. 
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definition would include capital gains as income whereas the other defi- 
nitions would not. 

We do not wish to enter into a long discussion of the nature of in 
come and of all the controverted points connected therewith; rather we 
prefer to consider the matter briefly from a somewhat different ap- 
proach from that usually taken. The concept of income is dynamic, 
rather than static, as is often assumed. Like the concept of value, it 
changes with time and purpose. It has taken us long to learn that 
there is one value for taxation and another for rate regulation. In 
fact, the use of the term “value” in the latter case causes great mis- 
chief. Similarly the income concepts of economists, accountants, and 
lawyers differ according to their purposes. As in the case of value, 
there has been a shifting of the use of the term and the application of it 
to different things in such a way as to cause much confusion. Under 
primitive homogeneous agricultural conditions of a practically self-suffi 
cient economy, a gross-income concept without money valuations or 
much thought of capital or depreciation might have been entirely work- 
ible. ‘Taxes could be levied in terms of day’s work, sheep, wheat, or 
other commodities merely by number or quantity without much refer- 
ence to values. 

But in modern society, capital bulks large and economic relations are 
complex. Division of labor and exchange are characteristic of econ 
omic life and money values are almost universal. Both income and 
capital are measured in terms of money. All accounts are kept in such 
terms. ‘There may remain a few individuals who still think in prim 
itive terms and count their income in bushels of corn or head of sheep; 
and there may be others who calculate and spend their gross receipts 
as profits, regardless of depreciation or inventory values. Perhaps all 
of us have known some individuals and cities that have gone on the 
rocks following such concepts of income. 

But our present civilization could not well maintain itself, much less 
progress, if it did not set up a net-income concept; if it did not allow 
for both “ordinary” current business expenses and also for depreciation 
of capital. In fact, depreciation is a cost of producing income, just as 
much as expenditures for raw materials and labor. Depreciation, like 
out-of-pocket expenses, can be made good only by deductions from gross 
income that might otherwise have been used for current or future con- 
sumption. That is, depreciation is a deduction from potential capital. 
At the time it comes into one’s possession there is no difference in kind 


anzarchiv XIII Jahrg. 1 Band. Quoted by Clarence Heer in an unpublished 
manuscript on the history of income tax theory. 

See also “Report of Committee of the National Tax Association on the Simplifica 
tion of the Income Tax,” pp. 62-74, 1927. (To be published in 1927 Proceedings 
of the National Tax Association.) 
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Much of the capital gain had in mind by those advocating its omis 
sion consists of gain from casual sales or from sales of property held a 
¢ time. Not only is there English precedent for special treatment 
capital gains, but even our own law gives them exceptional treat 
ment. For example, capital gains are defined in the statute as those 
hich arise from conversion of property held two years or more. If 
gain is from property held one year and 364 days, it is not a capital 
gain. ‘The real justification for exceptional treatment of such gains 
idministrative rather than theoretical. It is much easier to keep 
ck of a regular dealer than of one who makes an occasional transac- 

n; especially is it difficult to make the proper valuations if the prop 
erty has been held a long time. But it is obvious that any period such 
two years, ten years, six months, or six days is arbitrary. Th 
essential nature of the gain is the same regardless of the length of time 
property has been held or how often transactions are made. ‘Though 
the valuations which must be made in order to measure such gain may 
be difficult to determine, they are nevertheless the same valuations as 
se required to determine depreciation or appreciation in the calcu- 


‘ 


tion of “ordinary” income from capital. 

Probably it is the proper future use of income, rather than its nature, 
when it first comes in that is the real reason that many think that capi- 

| gains are not income. The use concept of income will be discussed 

greater length later, but it is in point here to call attention to the 
fact that in a highly developed money-exchange economy such as ours, 
capital gain can be used by an individual owner like any other income. 
Any form of wealth is convertible into any other form of wealth 
through the exchange medium. Capital gain or any other economic 
gain that comes in is income unless one perverts the original meaning 
of income. What one does with income after it comes in does not de- 
stroy the fact that it was, is, and always will be income for the income 
period in which it was received. 

It may be questioned whether or not capital appreciation due to a 

wering of interest rates increases ability to pay taxes. For example, 
the selling value of a bond or farm or other capital may increase and 
yet the annual yield therefrom remain stationary or even decline. If 
the bond should be sold and reinvested, this would not normally change 
the rate of return. What benefit or increase in ability to pay taxes 
accrues to the owner by virtue of a higher rating of the capital value 
if the owner really gets no more annual return? He may even finally 
have the bond redeemed at the same face value that it would have been 
redeemed at whether the selling value had gone up meantime or not. 

It will be of some aid perhaps to divide the discussion of this ques 
tion into three parts: (1) Is the owner of such appreciated capital 
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the deduction of capital losses is coupled with the inclusion of capital 
gains in calculating net income. If the appreciation is followed by 
depre ciation within the same taxable year, they counteract each other 
and only the net or difference is reported as affecting income. But 
if appre ciation is reported one year so as to increase the income of that 
year, then when depreciation appears later it is a deduction from 
“ordinary” annual income. The sum total of such deductions allow 
ible aggregate all original capital, plus appreciation. ‘Thus it is seen 
that the inclusion of capital gain does not result in double taxation. 
The inclusion of capital gains and losses in income calculations in this 
ost unfavorable situation does not run contrary‘to ability to pay. 
In nearly all other cases it is obviously thoroughly supported by this 
criterion. 

In general it may be said, that if depreciation in the case of ma- 
chine ry or other capital goods is to be allowed as a deduction from 
gross income to arrive at taxable net income, logic requires similar 
handling of all other forms of capital depreciation and, furthermore, 
it also requires the inclusion of all capital appreciations as a part of 
income. 

The Supreme Court included “realized” capital gains in the defini- 
tion of income when it said: “Income may be defined as the gain de- 
rived from capital, from labor, or from both combined, provided it be 
understood to include profit gained through a sale or conversion of 
capital assets.””” 

The administrative difficulty of measuring “realizable” as opposed 
to actually “realized” capital gains doubtless was the fundamental 
reason for not including the former in the definition. Logically any 
valuable or exchangeable gain which comes within one’s ownership 
is income whether actually exchanged or not. If it is not actually 
“realized” though “realizable,” it is as if the owner had sold capital 
and then had reinvested in the same thing. There is just as much 
reason for assuming income in such a case as where a person actually 
sells property and invests the proceeds in something else. As a matter 
of fact, it is not the sale or conversion of property which brings in 
the income; the appreciation or gain already exists; the sale merely 
discloses and measures it. Income is coincident with value appreciation. 
But, the practical application of a tax requires measurement; so the 
Court was constrained to say that there is no income until it is measured. 
This is not logical though it may be practical. 

As already stated, however, the difficulties of determining capital 

*General price changes involve related but somewhat different problems, which 
limited time and space forbid taking up here. The same is true with respect to the 


effect of yearly exemptions and graduated rates. 
* Eisner v. Macomber, 252 U.S. 189, decided March 8, 1920. 
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nations but result also in constant pressure for tax reduction and in 

inipulation in order not to “realize” income except at the most 
favorable times. Stability in the tax law ..nd its rates would lessen 
this evil. Fortunately, the further we are removed from war condi- 
tions, the greater becomes the possibility of normal stability.’ The 
special rate of 1219 per cent upon capital gains is an attempt to meet 
part of the difficulty. This removes some of the restraints upon sales 
ind exchanges of capital assets and compromises the problem of dis- 
criminations, but it does not meet it much more equitably than does 
the flat tax on corporations to be discussed hereafter. 

As already stated, the impelling reason for the inclusion of capital 
gains in taxable income is the democratic belief in the “ability to-pay” 
criterion and the set purpose of the people to put a substantial part 
of tax burdens upon those making such gains. The larger share of 
capital gains is probably made by the corporations and the well-to-do. 
In any case it is difficult to deny that capital gain usually increases 
the recipient’s taxpaying ability. A capital loss has the opposite effect. 
The ability-to-pay idea gets its popular support on the grounds of 
individual equities. The measure of tax liability is not social income 
but individual income. The tax is personal. In our money régime, 
capital and income are interchangeable. Otherwise, money would not 
be a measure of both—capitalization would not be possible. Altogether 
it seems difficult to maintain that any net accretion to wealth is not 
income within the logical meaning of that term as popularly used, 
despite some popular inconsistencies. 

3. Evolution of the Concept and Definition of Income.—Let us 
consider the evolution of the idea of income. We have already sug 
gested that income is a dynamic rather than a static concept. The 
controversies over definition are due largely to different interests, pri 
vate and public. The purpose to be achieved is the dominating factor. 
The use of income—what comes in—rather than the nature of income 
is the real question at issue. In order to secure the desired use of 
income, the continual attempt is made to shift the definition from the 
original literal and natural meaning. ‘Today, if one speaks of his in- 
come without a qualifying term, no one in a modern community under 
stands him to mean gross receipts or even gross income, but rather 
net income measured in money terms. Not all are entirely agreed as 
yet as to just how “net” should be defined, because they are not agreed 
upon the proper use of what comes in. But nearly all agree that it 

* The suggestion that income tax rates should never be changed but that all vari- 
ations in needs for revenue be met by changes in rates of other taxes, however, seems 
to be the result of a rather narrow view. This might simplify income tax admin- 
istration at too great a cost. See Report by Committee of the National Tar Aeso- 
ciation on Simplification of the Income Taz, pp. 42-44, 1927. 
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dividual income of the partner, including non-partnership income as 
well as partnership profits, whether distributed or not, is subject to 
the regular normal and surtax rates applicable to other individual in 
comes. It is obvious that many small stockholders are in effect subject 
to higher taxes than non-stockholders having equivalent incomes. 
Exemptions combine with graduated rates to magnify the inequity. On 
the other hand, wealthy stockholders, usually among the directors of 
corporations, can nullify surtaxes by leaving earnings undistributed; 
in fact, it is generally believed that corporations are thus availed of 
to evade taxes on a large scale. So far no one has succeeded in putting 
. provision in the law which will meet all of the difficulties. We might 
reat corporations as we treat partnerships, as England does practically 
with respect to the normal tax. But this would complicate administra 
tion rather than simplify it. Every stockholder subject to taxes at less 
than the corporate tax rate could make claim for refund. For example 
na typical year under the British practice,® 2,515,000 persons were 
irgeable with income tax; 1,991,000 claimed repayment; and _ in 
1,500,000 cases repayments were made. Not all but a large part of 
these refunds were due to the tax withholding by corporations. The 50 
per cent penalty of our own law has seldom been enforced, largely be 
ise of the difficulty of determining the reasonableness of accumulated 
reserves in the form of undistributed earnings. The bill now before Con 
gress attempts to meet the situation by several devices which may or 
may not improve the situation. Provision is made for special treatment 
of the “personal holding company,” which would be taxed 25 per cent 
upon undistributed profits in excess of 30 per cent of the net income 
of any year. With respect to other corporations, the “reasonabl 
needs” clause is still retained but the penalty is reduced to 25 per cent 
instead of the unreasonably high and almost unenforceable rate of 50 
per cent. Corporations accumulating more than 60 per cent of income 
must file detailed reasons for net accumulations and from time to 
time thereafter must file reports of actual disposition of the amounts 
so accumulated. Shareholders have the option of being taxed as 
partners and may thus avoid the 25 per cent penalty. The Com- 
missioner of Internal Revenue or any collector may require any cor- 


‘ 


poration to report “accumulated gains and profits and the names and 


addresses of individuals or shareholders who would be entitled to the 
same if distributed, and the amounts that would be payable to each.’” 
There is much more detail and qualification which it is unnecessary to 
add here. The point is that the bill has been cluttered up with a lot 


*Spaulding, H. B., The Income Tax in Great Britain and the United States, p 
235, 1927. 


*70th Congress, Ist Session, House of Representatives 1, Secs. 104 and 148 
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of economic or social policy, in our present stage of development it 
seems desirable to collect some taxes from corporations. We may 
rationalize and explain a corporation tax as a franchise tax, citing 
special benefits accruing to corporations as justification. But taxes 
- not be apportioned according to benefit any more accurately than 
ecording to ability to pay. As a matter of fact, the benefits, if any, 
ecrue in the form of increased income to individuals. Getting nearer 
to real reasons, corporations are easy marks and taxes on them may bh 
juite fruitful in yield, even if provocative of great administrative dif 

ulties; so we tax them, despite the inequity. A chief source of 
rovernment revenue and of society’s capital supply must not be de- 
stroyed by a rigid attempt to attain equity, if this means the sacrifice 
f something else more important. 

In the last analysis these are questions of economic or social policy 
nd are determined much like other related questions. Social regula 
tion, whether of public utility rates, hours of labor, issuance of cur- 
rency, imports of foreign goods, or taxation, is concerned with thi 


ublic control of private property. Taxation 


is an outstanding ex 
imple of such social control. It is concerned with questions of what 

ill be done by government and what left to private enterprise, how 
costs and benefits of public activities shall be distributed, how such 
listributions shall be modified by questions of administration and also 
by questions of business and social policy. If society decides that 
proper public policy demands greater encouragement of capital ac 
cumulation it may exempt from taxation savings or/and capital 
gains, either by specific exemption or by changes in the definition of 
income comparable to changes already evolved. In fact, it might defin 
ncome as expenditure or superfluous expenditure when we have reached 
that stage. Under such a definition of taxable income, it is possible 
that we might do away with the necessity of making many troublesome 
valuations. ‘To determine income it would be necessary only to have 
every one keep account of his “consumption” expenditures, eliminating 
therefrom his investment expenditures. It will not take a great deal of 
thought to recognize the administrative difficulties involved in this 
method. But if we should adopt the method suggested by the foremost 
advocate of this income concept,'* we would calculate income very much 
as now, except that we would deduct savings. This latter method 
would mean very little simplification. In fact, with even more stress 
upon saving and capital building than the present net-income concept 
involves, we would be fully as unable as now to rid ourselves of that 
great hindrance to simplification; namely, valuation. In truth, the 

“ Fisher, Irving, “The Income Concept in the Light of Experience,” p. 17 (Eng 
lish reprint from Vol. III of the Weiser Festschrift, 1927, Vienna). 
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( mplicate the law by loading it down with details. Much of the 
present congestion before the Board of Tax Appeals is due to failure 
to settle cases in the Bureau. Perhaps nothing would improve income 
tax administration so much as a proper personnel which could and would 

ake good decisions upon many matters which are now sideste pped by 
filing appeals. The way to meet the situation is not to evade it but 
to face it. We should have a personnel competent to make, and will 

¢ to make, good valuations as well as to face the other difficult 


I oblems that good administration require Ss. 


In emphasizing the prime importance of personnel there is no in- 

ntion of minimizing the desirability of statutory simplification in 

) far as considerations of equity permit. This is a matter which has 

en and will be discussed by others and which we hope to be able to 

msider elsewhere at another time. Some simplifications have already 
en made, notably through the abolition of the excess profits tax, the 
luction of tax rates and the raising of personal exemptions (not all 
of which we approve, by the way). Other simplification amendments 

e under consideration and, if continued, the Congressional Joint 
Committee on Internal Revenue Taxation and its advisory committee 

doubtless propose still other simplifications. Even the situation 
with respect to personnel appears to be improving. There are no longer 
so many outside openings with such large inducements for Bureau 
resignations. ‘The outside demand for income tax experts is less and 
the supply is greater. Furthermore, the pending bill proposes unusual 
salary increases for about a hundred of the top men of the Bureau 
staff. 

There is no denying the faults of our income tax statutes and of 
their administration. But many of the difficulties could not be avoided 
under the stress of war demands and in view of our political organiza 
tion. <All in all, we are inclined to regard as somewhat exaggerated 
the claims of those who insist that the income tax is being rapidly 
undermined and is doomed to early impotence. Possibly the wish is 
father to the thought in some cases. We are reminded of the early 
criticisms of the British income tax and of the many times in recent 
years when it has been cited to emphasize the faults of our own tax. 
We admit that it has some superiorities. Especially is the administra- 
tive personnel superior and subject to much less unwise political pres 
sure. We have already profited much by British experience and we 
can profit still more.’* But the superiorities do not all he on the 
English side. In fact, there has been a very definite tendency of late 

“One suggested simplification with respect to earned income credit taken from 


British law has just been rejected by the Ways and Means Committee, though the 
reason therefor is not clear. It appears to be political. 
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Taxation is political in all the senses of that term. It is political 


rh its legislative and administrative pl ises, and even befor: 


=4 


rislation begins. It is a large part of the complex art of living t 
her in vast multitudes in modern capitalistic society. Reforms ar 
ot reforms unless they will work. When the Golden Rule is not in 


neral usage, practical men will make suggestions that will work in 
society as its actually exists. It is important to have the best pos 


le means of getting such practical suggestions. 

There should be a small group of able men, possibly headed by one 

in, Who would take up the study of income tax improvement in a 
omprehensive and thorough fashion. This matter is of sufficient 
yrtance to justify undivided and continuous study, rather than s] 
dic and hasty attention just before or pending the pass: 

irticular law. Furthermore, it needs the attention of some who art 
weighed down with details or with handling a multitude of other 


ers, eithr public or private. This particular problem should be 


++ 


main business, the long-time, continuous business, not merely the 
‘asional consideration, of some competent man or men having both 


bility and publie spirit.** They should confer with and seek the advice 


of practical men, theorists, t ixpayers, legislators and anyone else who 
can make fruitful suggestions. They might well have an expert board 
of referees. They should be able to command the confidence and secure 
} ] 


the co-operation of legislative and administrative leaders. ‘They should 


» both theoretical and prac tical in the most significant senses of thos« 
terms. 
Improveme nt is not likely to be me teoric. Those who a k for t] de 


molition of our present system and the erection of an entirely new 


structure hardly expect to be taken literally..“°. We do not expect 


} 


her immediate demolition or a heavenly inspiration that will lead to 
the perfection of the income tax. Rather we look for gradual improv 
ments as dictated by experience, both in text of statute and in adminis 
tration. Well-planned and continuous consideration by a small but 
capable group might well develop a leadership for both official and 
public opinion that would quicken the pace of progress in these matters. 
“The president of this Association has given years of notable service out of a 
very busy life to federal income tax improvement. It would be a wise investment 
for the United States Government to make it pos ible for him to devote his undivided 
ttention to this matter for the remainder of his active life. 
*“The most important consideration, occurring to the minds of the members of 


this committee is the genuine need of demolishing the entire present structure of our 

me tax system in order to build anew along simpler and sounder lines a structure 

ire adaptable to present and future conditions.” Report of Committee of National 
lax Association on Simplification of the Income Tex, p. 1, 1927 
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ascertain whether the movement for abolishing tax-exempt bonds is really 
ypelessly dead and to serve notice upon the states that, unless they are 
willing to co-operate in finding a really sound solution of this problem, 
the federal government will take steps to end the one sided situation at 
present existing, under which the states and localities in effect benefit 
lirectly with the height of the level of the federal income tax rates. 

In this connection attention may be called to an effect of Professor 
Blakey's interesting suggestion regarding the abandonment of the corpora 
tion tax, except for a tax on undistributed profits. There are many dif 
ficulties in the way of the adoption of this suggestion, some of which 
Professor Blakey has not found space to mention. But suppose they should 
ill be met and the suggestion be put into effect. Would it not then be 
possible to abandon the present distinction between the normal and the 
progressive rate? Would there then be any temptation for the corporations 
to corner the federal issues and would not the opportunity be improved 
of subjecting the interest on federal bonds to full taxation? 

\ serious difficulty in cc>nection with elimination of the corporation tax, 
which perhaps deserves a word here, is found in the problem it raises with 
respect to the territorial application of the federal revenue law. At pres 
ent we try to tax all income arising within our borders, even that accruing 
to the credit of nonresident aliens and also (with certain exceptions) we 
trv to tax all income from whatever territory it arises, accruing to the 
t of our citizens wherever resident and to the credit of resident aliens. 


"Cid 
Whatever may be said of the criticism of the generous amplitude of this 
scheme of application, the corporation tax now performs a highly useful 
function in helping us to collect taxes on income arising in this country 
to the credit of nonresident aliens. Have we reached a point where we 
can have a financial Locarno and can declare the income tax a strictly 
personal tax on income from whatever source accruing to the residents of 
a country? Are we prepared to abandon all notion of using the federal 
income tax as a business tax? Personally, I am not at all certain that we 
have reached that stage. 

It would be very interesting to give a trial to Professor Blakey's sug 
gestion for the elimination of the corporation tax. It would also be in 
teresting to see the normal rate eliminated. In its present form, the earned 
income provision is probably not worth its salt. I should be willing to 
see it scrapped in an effort to simplify, if at the same time the discrimina- 
tion in favor of capital gains were jettisoned. With the lower level of rates 
and with the greater stability of rates which should be now possible for 
a long period to come, this step would seem to be a feasible one and 
would result in considerable simplification. 

In general, however, I agree that our greatest hope for achieving simpli- 
fication lies in the direction of developing a group of public servants with 
the ability and the attitude toward the taxpayers which are essential to 
administration along the British lines. 
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During tl wentieth Century striking changes 
have occurred Some of these changes have been 
pecially pr years and have attracted world- 
wide attentio1 nued prosperity of industry in this 
countrv as co ther nations. The more important 
el mass production, the integra- 
tion of indust1 re enterprises, increasing mechani- 
industries, and the widespread 
everyday u generation ago were unknown or 
conside1 person engaged in production has 
increased, and is likewise grown, permitting the 
people of the e additional products which the 
improved fhic en ible d the m to produce. Th 
cause t 1 varied and the consequences ar 
of considerabl standpoint of social and economic 
progres 

From 1899 1 1 volume of production of farms, 
factories, min United States increased by 140 
per cent, whi by only a little over 50 per cent. 
Thus produ lation is now nearly 60 per cent 
greater than it f the Nineteenth Century. This 
estimate does 1 n activities of various sorts, or 
development of ition or for recreation. It is 
prob ble that in endeavor particularly those 
relating to 1 even more rapidly than those 
covered, so that | is likely an understatement of the 
increase in phy iction. 

The volume « worker engaged directly in produc- 
tion has increa ng of the century at an even more 
rapid rate than n per capita of population. Output 
per person enga ncreased by 80 per cent as com- 
p ired with 60 T capita of population. 

Increases in ]} production and number of workers, 
from 1899 to 19% branches of industry—agriculture, 
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GROWTH IN PRODUCTION PER WORKER, 1899-1925 


( INDEX NUMBERS FOR 1925 WITH 1899 EQUALING 100 ) 
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Dr. E. Dana Durand of the Department of Commerce.’ Dr. Durand 
used the most reliable figures available from various sources to repre 
sent the volume of production and number of workers and estimated 
others in cases in which available data were inadequate. The figures on 
workers represent total number of persons engaged in production- 
salaried employees and proprietors as well as wage-earners. ‘The 
quantitative production figures are index numbers derived from 
statistics of physical volume of production of the important products 
of industry. The minerals and transportation indexes were compiled 
by Dr. Durand, the agricultural index by the Department of Agri- 
culture, and the manufactures index by Dr. Edmund E. Day and my- 
self for the Bureau of the Census. 

The indexes for these four major industrial classifications were 
weighted by net value of output in the base year and averaged in order 


*Dr. Durand was originally asked to read a paper on this subject, but was 
unable to do so because of absence from the country. 
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to obtain the composite index of production. The composite index 
of output per worker was derived from the two composites of output 
nd number of workers. The figures for manufactures are taken from 
census records and apply to the single census year, while those for 
.griculture, mining, and transportation are three-year averages, 
idopted to diminish the influence of temporary factors such as un- 
favorable crops, strikes, wide cyclical fluctuations, and the like. In 
estimating output per person no allowance has been made for changes 
in number of working hours, partly because adequate figures are not 
available and partly because actual output per person engaged regard- 
less of working time is the most significant fact from the economic 
standpoint and thus fits into the scheme of this paper. 

Estimates of growth derived from these figures are at best broad 
approximations and are intended only to convey some general impres- 
sion of the changes that are taking place in industry. As shown in 
Table I and Chart I there were increases in these four branches of in- 
lustry in the first twenty-six years of this century of 139 per cent in the 
quantity of goods produced and traffic carried, of 34 per cent in the 
number of workers engaged, and of 78 per cent in output per worker. 
The increase in output per worker was 20 per cent in the first decade 
of this period, 15 per cent in the second decade, and 29 per cent in 
the last six years. 

The growth in the production of minerals and in output per worker 
—far exceeding that of any of the other branches—reflects chiefly 
the rapid increase in petroleum output. The process of producing 
petroleum requires a relatively small supply of labor, and the value 
of output per person in petroleum production is greater than that for 
any other mineral product. Consequently the rapid growth in petro- 
leum production has added proportionately more to the total output 
of minerals than it has to the number of persons engaged in mineral 
production, and therefore output of minerals per person has increased 
rapidly. 

In case of agriculture, satisfactory comparable data as to number 
of workers are not available but after careful consideration of all 
pertinent data, Dr. Durand estimated that between 1899 and 1925 
there had been no appreciable change in number of persons engaged in 
agricultural production. Output, in the meantime, and therefore ap 
proximate output per person, increased by 47 per cent. Exactly the 
same growth in output per person is shown for manufactures. From 
1899 to 1919 there was a much larger growth in output per worker 
in agriculture than in manufacturing, reflecting important improve- 
ments made in the technology of agricultural production, particularly 
during the second decade of the century, while manufacturing in 1919 
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bout in the last four years of the period, amounted to 34 per cent, 
or at the rate of 1.8 per cent a year, twice the average annual increas 
recorded between 1899 and 1909. It is significant furthermore that 
throughout this period working hours have been reduced. Between 
1909 and 1923 there was a reduction of 11 per cent in number of 
working hours in factories. This would indicate roughly an increase 


f over 50 per cent in output of manufactures per man-hour sinc 
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for the long-time growth of industry, they do not entirely explain the 
recent rapid increase in output per worker. It is, nevertheless, true 
that these natural features are basic elements in this increase; they 
have provided a convenient source not only of raw materials to which 
machinery has been applied with fruitful results, but as well of the 
raw materials out of which the machines themselves have been made and 
he fuel with which to run them. In other words, our vast natural 
resources have been the basis of our abundant supply of capital in 
form of productive equipment, which in turn has aided in bringing 
ibout the rapid mechanization of industry. At the same time other 
physical and political features—large population, the diversity of 
regional demands, and the absence of interregional trade restrictions, 


such as tariffs—have furnished a domestic market exceeding in magni- 


tude and diversification that of any other industrial nation. The magni- 
tude of the market, the abundance of capital, and the education of 
American consumers by persistent advertising to accept standardized 
articles have encouraged the development of mass production, which 
in turn has permitted a reduction in unit costs. 

The growth of large corporations, the resort to mass production, 
and the movement toward integration of industrial operations in proc 
ess in this country during recent years are too familiar to require 
evidence. Census figures show a relatively small increase in the num- 
ber of manufacturing establishments during the past quarter century 
and a decrease since the war. Consequently as measured by average 
value of products, wage-earners, or horsepower per establishment, the 
size of factories has increased. ‘The proportion of large establishments 
to the total has also been enlarged. The movement toward consolida- 
tion and integration of many establishments under one corporate head 
is not directly indicated by census statistics. Such combinations have 
recognized advantages from the standpoint of administration, of pro- 
curement of raw materials, and of marketing of products. Large-scale 
production is especially economical where large quantities of the same 
products can be produced. The magnitude of our domestic market and 
the willing acceptance of standardized articles make feasible such re- 
petitive processes. 

Large-scale production is dependent upon the machine process, and 
the increasing use of machinery and power and labor-saving devices 
has accompanied the growth in size of productive units. The grow- 
ing use of power in manufacturing, for example, is reflected in the in- 
crease in horsepower of installed prime movers, shown in Table II. This 
does not tell the whole story, moreover, for, owing to increased use of 
electricity, the type of power used is now more efficient—requiring less 
fuel and labor for its production. Out of a total installed horsepower 
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f yrces which hav e only rece ntly become effective. We h ivi had natur il 
resources, internal free trade, and a fairly wide domestic market dur 
ng most of our industrial history; we had them, certainly, in the ps 

riod from 1909 to 1921, when productivity per person in manufactur 
ing failed to gain. The phenomenal increase in manufacturing efficiency 
has apparently come since 1921. It is worth while to consider the 
forces that have caused this recent sudden spurt. 

In the first place, as pointed out previously, the apparent changes 
ire due partly to faults in our statistics. The years 1914, 1919, and 
1921 are not typical; there was probably some increase during that pe 
riod which would be shown were data available for intervening years. 
Then the war considerably disturbed industrial technique and delayed 
progress for a period, but at the same time new technological processes 
nd methods were learned as a result of war experiences, and what is 
perhaps of equal value, the importance of co-operation and of having 
dequate and accurate knowledge of developments was impressed upon 
the business community. ‘The leaders of industry were also the leaders 
of that vast co-operative organization by which the war was carried on, 
ind in that experience they learned that much could be gained by joint 
effort toward an end. In a number of cases old theories regarding the 
beneficient influence of free competition were found wanting. The ex 


cellent co-operation shown by the railroads in recent years in delegat 


ing to the Car Service Division of the American Railway Association 
almost autocratic power in routing freight cars has been one of the 
most effective elements in the recent improvements in the efficiency of 
railway operations. During the war, furthermore, plant capacities wer¢ 
increased considerably, in most cases with modern equipment. As a ré 
sult, complaints are still heard of the excess capacity of industry—over 
capitalization in a physical sense although perhaps not in a financial 
sense because much of the cost of installation was charged off during 
and immediately after the war. The cumulative effect of these factors 
and of others such as the increased literacy of the population, ex 
pansion in available information, prohibition, and curtailed immigra 
tion during the war—was further delayed by the industrial depression 
of 1921. During this depression, however, plants were reorganized, 
excess capitalization reduced, inventories diminished, inefficient work 
men discharged, and costs of operation lowered. Thus was inaugurated 
the recent pronounced movement toward increasing productivity, and 
the cumulative force of all of the factors working toward that end be 
came at once effective. Immigration restrictions and prohibition, which 
became operative about that time, may also have been factors. 
Abundance of investment funds at reasonable rates was also an im- 
portant contributing element. This made it easy to purchase ma- 
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Most of these consequences we should probably call “good,” but others 
present economic and social problems for which there are no easy solu 
tions. 

In the first place, as was stated in the beginning of this paper, pro 
duction per capita of population has been enlarged, as well as output 
per worker engaged directly in production. For the four branches of 
ndustry included in Dr. Durand’s index, the increase in per capita 
output, for the entire population, in the first quarter of this century 


amounted to 55 per cent. The four branches of industry included 
cover the production of basic products; the omitted phases of eco 
nomic activity relate to the further processing of those products and 
their distribution to ultimate consumers—building construction, whol 

sale and retail trade, communication, and provisions for recreation and 
diversion. Estimates made by the National Bureau of Economic Re 
search for a more recent period show that there have also been increases 
n total income per capita, indicating that income from sources not 
included in the index has likewise expanded. 

Growth in production per person employed and in national incom 
per capita of population indicates broadened standards of living for 
the inhabitants of the nation, depending, of course, upon the distri 
bution of this income by economic classes. Analysis of growth of pro 
duction with reference to the type of goods in which increases have been 
large indicate that a large part of the inhabitants of the nation have 
probably benefited by the increased productivity of industry. 

Analysis of the growth of manufactures made by Dr. Edmund E. 
Day in a census monograph ° now being printed reveals certain signifi- 
cant features of the industrial progress of the past quarter century, 
which indicate far-reaching changes in methods of production and hab 
its of consumption. 

(1) The most striking increases shown have occurred in those in 
dustries manufacturing goods which are devoted to recreation and di- 
version or which have brought about radical changes in manners of 
living—in many cases so-called luxury goods, that have become, in fact, 
necessities. Familiar examples, in which percentages of increase run 
into four or five figures, are the automobile and its related products 
gasoline and tires—phonographs, photographic equipment and supplies 
(including moving pictures), silk goods, confectionery, ice cream, cig- 
arettes, and, in recent years, rayon and radios. 

(2) The second group of industries showing outstanding increases 
are those making so-called producers’ goods—industrial machinery and 
equipment, manufactured fuels, and materials for further production. 
Examples are iron and stecl, nonferrous metals, machinery, petroleum 


*Day and Thomas, The Growth of Manufactures, Bureau of the Census. 
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tion and transportation upon which our modern life depends so vitally 
| are in some measure factory products.’”® 


[his mechanization of production of goods in everyday use has r 
sulted in the saving of much time and effort to individual members of 
y. 


ciet 
(7) As a consequence of these changes, during the past quarter of 
. century, industry has become less dependent upon farms and forests 
sources for raw materials, while the use of minerals has increased. 
Witness the growth of industries in the metals and chemicals groups as 
ntrasted with those in the food, textile, leather, and lumber groups. 
(he reasons for this change, as previously indicated, lie chiefly in th 
growing mechanization of industry and in the relatively static char 
cter of the demand for staple products of food and clothing, which ar 
largely derived from agricultural materials. 

This, in brief, is what has taken place in industry. Certain industries 
ive grown; others have failed to grow beyond the rate of population 
xpansion, while production of industry as a whole has increased at a 

far more rapid rate than population. This growth in production per 

ipita has meant increased purchasing power for the consumer which 

is been used not to buy an additional amount of staple articles of 

d'and clothing but has been expended upon new products and serv 

of various sorts, chiefly those which provide recreation and di 

version, Which supply labor- and time-saving devices, or which for som 
reason are, in the opinion of the consumer, more beautiful or more 
serviceable. Witness the increase in the production of automobiles, 
gasoline, radios, phonographs, vacuum cleaners, electric cooking and 
heating devices, the growing expenditure of time and money on motion 
pictures, dance halls, and athletic events, and the substitution of silk 
ind rayon for cotton and wool, of baker’s bread for the homemade 
product, of automobiles for carriages. The wide distribution of these 
products, formerly considered as luxuries but now of everyday use, 
indicate that a large portion of the population has shared in this broad- 
ening of living standards. 

As a result of these developments, there have been many other sig- 
nificant events in recent industrial history. New industries have risen 
ind many old ones have expanded rapidly, and where the new products 
have been more economical substitutes for old products, established in- 
dustries have consequently suffered. In the majority of cases, how- 
ever, new products have filled previously unsatisfied needs or have de- 
veloped new needs by providing means for broadened living conditions. 
One of the outstanding characteristics of the newly developed industries 
is that they have generally contributed to the further mechanization 

* Ibid, 
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has also affected the demand for staple farm products. Industry has 
developed ways of utilizing products of the farm formerly wasted and 
the derived goods provide more economical substitutes for other farm 
products. An example is the use of cottonseed as a source of oils and 
fats; local creameries and canneries have eliminated much waste; pre- 
pared foodstuffs, such as breakfast foods, are made largely from by- 
products ; and the manufacture of rayon from materials formerly 
wasted provides a popular substitute for cotton and wool. Silk fur- 
nished a somewhat different case of competition with farm products; 
in this case a more expensive import commodity, with increasing pur- 
chasing power of consumers, has been substituted for the cheaper, less 
attractive domestic staples—cotton and wool. 

Except in the case of silk, of rayon made of wood-pulp, and of other 
irticles made from materials not grown on American farms, the farm- 
ers, to be sure, have made some gain from the increasing utilization of 
their waste products, but most of the gain has gone to the processors 
for making the products available for use, and it is doubtful that the 
farmers’ gain from the growing demand for the new product offsets 
their loss from the decreasing demand for the old product for which 
he new one is substituted. 

One of the striking features of the economic situation in this country 
during recent years has been the high level at which industrial profits 
have been maintained during a period of falling prices for nonagri- 
cultural products and of fixed or advancing wage rates. Dr. David 
Friday in discussing this situation has pointed out that since 1923 in- 
dustrial profits” have increased from 5.6 billion dollars in 1923 to 
6 billion in 1925, 6.6 billion in 1926, and about 6 billion in 1927, while 
the index of prices of nonagricultural commodities in the Bureau of 
Labor Statistics index declined from a yearly average of 164 per cent 
of the 1918 average for 1923 to yearly averages of 158 in 1925 and 
154 in 1926, and to a low point for the postwar period of 144 in the 
summer of 1927. In the meantime average wages earned per worker 
have increased. It appears that during the past five years, corpora- 
tions, by means of increased productivity and the exercise of other econ- 
omies, have been able to increase output, reduce prices, maintain wages, 
and expand profits. 

It is impossible in so brief a paper adequately to discuss or even to 
suggest all the consequences of this Twentieth Century industrial revo- 
lution. I have not discussed, for example, the effect upon wages. The 
picture as I have presented it appears on the whole to be a bright one. 

* Profits of manufacturing and mining corporations as reported in Statistics of 
Income, compiled by the Treasury Department, after allowing for interest paid and 


before allowing for depreciation and for income taxes paid. Figures for 1926 and 
1927 are Doctor Friday’s estimates. 
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A THEORY OF PRODUCTION’ 
By 
Cuartes W. Coss, Amherst College 


H. Dovetas, University of Chicago 


1. Introduction—The progressive refinement during the recent 
years in the measurement of the volume of physical production in 
manufacturing suggests the possibility of attempting (1) to measure 
the changes in the amount of labor and capital which have been used to 
turn out this volume of goods, and (2) to determine what relationships 
existed between the three factors of labor, capital, and product. 

If the relative supply from year to year of labor and capital were 
thus even approximately ascertained, a number of further problems 
would inevitably present themselves for solution of which the following 
are typical. (1) Can we estimate, within limits, whether this increase 
in production was purely fortuitous, whether it was primarily caused 
by technique, and the degree, if any, to which it responded to changes 
in the quantity of labor and capital? 

(2) May it be possible to determine, again within limits, the relative 
influence upon production of labor as compared with capital? 

(3) As the proportions of labor to capital changed from year to 
year, may it be possible to deduce the relative amount added to the 
total physical product by each unit of labor and capital and what is 
more important still by the final units of labor and capital in these 
respective years? 

Might at least an historical approach to the theories of decreasing 
imputed productivity (diminishing increment to total product) be af 
forded and the way opened for further attempts to secure quantitativ« 
approximations to these assumed tendencies, if indeed there should turn 
out to be historical validity to them? 

(4) Can we measure the probable slopes of the curves of incremental 
product which are imputed to labor and to capital and thus give 
greater definiteness to what is at present purely an hypothesis with no 
quantitative values attached? 

(5) Finally from such a study of (a) the imputed physical product 
from year to year of a unit of labor and capital when joined with 
(b) a study of the relative exchange value of a physical unit of manu- 
factured goods in these years and compared with (c) the actual move- 
ment of “real’? wages in manufacturing and of real interest (if the 
latter can be ascertained), may we secure light upon the question as 

*Mr. Douglas has been responsible for sections 1-5 and 8-10, of this paper and 
Mr. Cobb for sections 6 and 7. 
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to whether or n tribution are modeled at all closely 
ipon e of 

The paper ' to deal with these questions and 
to throw sor before this is done, it is of course 
necessary t I relative amounts of labor and 
capital which | this which is dealt with in the two 
succeeding sect tions for the treatment of th 
interrelatior 1 red 

29 Ti} Growt n Manufac turing in the United 
States, 1899-19 nufactures has periodically in- 
cluded a quest pital invested in the various 
manufacturing lated the returns. This, how- 
ever, includes in il in the form of machinery and 
buildings, worki raw materials, goods in process 
of manufactur n warehouses. It also includes 
land. Since we a ire the capital which aids in the 
production of ¢£ working capital, for this is the 
result and not a manufacture.” We should also 
exclude land va gely composed of the unearned 
increment. We pt to measure the changes in the 
physical quantity ls, and equipment and (2) fac- 
tory I os 

Unfortunate! of total capital are given virtually 
every cens \ regated for these specific groups 
in 1889, 1899, is Bureau in its 1922 report on 
Wealth, Public I ited that manufacturing ma- 
chinery, tools, and 30 per cent of the total amount of 
manufacturing ca the latter at 52,610 millions, this 
would give a figu te., of 15,783 million. 


Value of 
Val re of Machinery, Percentage of 
Year B iring | Implements and | Total Manu- 
t Equipment lfacturing Capital 
in millions of 


dollars) 

188 1,584 24 
1899 . 543 25.9 
1904 3,490 7.5 
1922 15,783 $0 .0* 

* Working capit juces” value for its owner but we are 
here not concerned il production. 

*See 13th Census i the Census of Manufactures, 1904, Part 
pp lx x 

* Bureau of the ( al Wealth (1925), pp. 9-10. 
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The amounts which have thus been ascribed to each of these forms 
of capital and the percentages which they formed of total capital for 

‘given years were as shown on page 140. 

These statistics furnish a basis for estimating the probable value of 
these forms of manufacturing capital in those years when no such segre- 
gation of items was carried out. Not only was the total amount of 
capital increasing but fixed capital was coming to form a larger per- 
centage of this greater sum. 

It seems undeniable that buildings and machinery did not increase 
as rapidly in comparison with working capital during the eighties as 
they did during the fifteen years which followed 1889 when buildings 
dvanced from 13.4 to 15.8 per cent, or an increase of 2.4 points, and 
machinery, etc., from 24.3 to 27.5, or a gain of 3.2 points. This was 
in advance of .16 and .21 points a year, respectively. We have as- 
sumed the growth in the proportions which buildings formed of the 
total was at approximately only one-quarter of the rate of speed of 
the nineties and for machinery at only one-fifth. This would give 13.0 
per cent as the probable figure for buildings in 1879 and 24.0 per cent 
as that for machinery, tools, and equipment. 

If we accept the census estimate of 30 per cent as the proportion 
which machinery formed of the total in the terminal year of 1922, we 
may then distribute the 2.5 per cent increase from 27.5 per cent in 
1904, according to a fairly even ratio. The rate of growth from 1914 
on was, however, undoubtedly somewhat more rapid than during the 
previous decade and allowance should be made for this fact. 

The growth in the relative importance of buildings since 1904 is more 
problematical since we have no end value on which to build. While the 
absolute increases have been enormous, it has not seemed to us that the 
relative importance of buildings in comparison with other forms of 
capital has advanced at the same rate as during the years 1889-1904. 
Because of this and the results of a Missouri investigation, we have 
estimated the percentage at 16.5 for 1922 and have distributed this 
over the preceding years but providing for a more rapid growth after 
1914 than before. Table I gives the estimated percentage of each of 
these forms of manufacturing capital in the various years and the 
amounts in terms of dollars. 

There is some evidence to indicate that the estimated total for build- 
ings and machinery at 46.5 per cent is not far from correct. Thus 
the Missouri State Bureau of Labor Statistics shows that in 1923, 
334.7 millions were invested in that state in manufacturing buildings, 
machinery, etc., and 58.7 millions in “grounds.” 
working capital is not given but this was set for the country as a 


6 


The amount of the 


* Forty-fourth Annual Report Missouri Bureau of Labor (1923), p. 155. 
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whole by the Fed ssion at 45.7 per cent of the total 
capital.’ Since the returns of 54,862 corporations 
with a total cay ns, it may be accepted as the best 
nation-wide esti: If we apply this ratio to Missouri, 
we would get 83 tal with other items of 724.6 mil- 
lions. Now buil nd equipment were, as stated, evalu- 
ated independer study at 334.7 millions and this 
would be 46.2 p |. This is in almost exact agree- 
ment with the es cent which we have made for thes« 
forms of capital types of manufacturing in Missouri 
re not unrepres ns in the country as a whole, our 
estimate can b ittressed and until better statistics 
are collected to | t which can be made. 
I 
EstImMATED VALUES NGS AND Macninery, Toots AND EquipMENT 
AND PERCENTAGES W Tota MANUFACTURING CAPITAL, 1879-1922 
Per Value in Millions of Dollars 
Buil Buildings Machinery | Total 
and 
Equipment 
1879 363 670 1,033 
1889 879 1,584 | 2,463 
1899 14 1, 450 2.543 | 3,993 
1904 l 1,996 8,490 5, 486 
1909 l 2,948 5,178 | 8,126 
1914 692 6,541 | 10,233 
1919 le 7,293 13,118 | 20,411 
1922 8,681 15,783 | 24,464 
There remains ral query as to what these census 
returns mean an ginal data are worth. In recent 
years, the Censu tructed its agents to see that these 
statistics be take carried on the books.” Does this 
book value then n st of the buildings, machinery, etc., 
or the cost of rep Mr. La Verne Beals, the chief statistician 
for manufactures, ablest expert in this general field, 
has stated” that th have as a rule reported capital on 
the basis of origina cost of reproduction.” 
"Federal Trade C ional Wealth and Income, p. 185. (Senate Doc 
126, 69th Congress, 1 
*Thus while Misso : any textile industries and but a small cloth- 
ing industry, it does mount of capital invested in printing, 
foundries, automobile eat packing, smelting, and brick and lime 
works. There is also e ndustry. 


* Letter to author, ¢ 
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It is true that the Census Bureau has frequently issued cautions 
gainst accepting too implicitly its total for manufacturing capital 
and has indeed omitted such a question from its schedule for the 1921, 
1923, and 1925 censuses. But, if the difficulties created by the fact that 
the investments are computed in terms of the price levels of the dif- 
ferent years in which they were originally made can be overcome, and 
if the capital index can then be reduced to dollars of constant pur- 
chasing power, there would then seem to be no good reason why the 
resulting data should not be taken as a fairly accurate index of the 
relative growth of fixed capital, if not of its absolute amount. Moreover 
the proper correction of the distortions produced by changing price 
levels would remove most of the objections which can be leveled against 
such figures as a measurement of the total amount of capital. ‘There 
remain two further problems before we can construct a continuous and 
comparable index: (1) finding the probable increments in each of the 
intervening years and (2) reducing these various increments of sav- 
ings in terms of the value of a common price level. 

Since the statistics are based upon original cost, the first problem 
consists in finding the annual increments of capital in terms of the 
prices of that year and of adding these to the values of the preceding 
year. The method followed was, in brief: (1) To ascertain the quan- 
tities of the following commodities produced in each year from 1899- 
1922: pig iron, rolled and forged steel, lumber, coke, cement, bricks 
and copper.*’ It will be noted that these commodities are the most 
important of those which are used in the construction of machinery and 
of buildings. In those few cases where it was impossible to secure 
actual figures of production for a given year, these were estimated from 
other years on the basis of the relative change in Professor Day’s index 
of physical production for that group of manufactured products in 
which the commodity in question was included.** For the period 1880- 
1889, the quantities of pig iron, steel, cement, copper and coke were 
used. (2) The quantity produced of each commodity in each year was 
multiplied by its current price per unit of product.’* The prices for 
the period from 1890-1922 were those collected and published by the 
United States Bureau of Labor Statistics’® while those used for the 
decade from 1880-1890 were those published in the reports of the 


* The raw data were secured from the United States Statistical Abstract for the 
various years. Also Mineral Resources of the United States 1921 Part I, pp. 235-82; 
565-98; Part II, pp. 371-440. 

"E. E. Day, “An Index of the Physical Volume of Production,” Review of Eco- 
nomic Statistics, Vol. II (1920) pp. 828-29. Day, “The Physical Volume of Produc- 
tion in the United States for 1923.” Ibid. Vol. VI (1924) p. 201. 

™ The average of the prices of spruce and maple was used for lumber. 

* Bulletin 885 of the United States Bureau of Labor Statistics, Wholesale Prices, 
1890-1922, pp. 126-56. 
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tive real capital, it is necessary to eliminate the effect of changing 
price levels. A capital cost index was accordingly computed which 
was based on three sets of relative prices: (1) the wholesale prices of 
metals and metal products, (2) the wholesale prices of building materi- 
als and (3) money wages. The Aldrich Committee report was used to 
obtain prices for the first two groups of products from 1880 to 1889"* 
while the indexes of the Bureau of Labor Statistics were used for the 
vears 1890 to 1922.°° For wages, the index previously computed by 
one of the authors was used for the period from 1890 on’ while the 
werage wages computed by Dr. R. P. Falkner for the Aldrich report 
ere taken to show the movement during the eighties. These three 

ries were then reduced to relatives with 1880 serving as 100 and were 


Tarte II 
EstimaTepD ANNUAL ADDITIONS TO Frixep CapiTat ty Manvuracturine Tocetner 
CuMULATIVE ToTaL CAPITAL AS EXPRESSED IN TERMS oF Cost AND 1880 Prices 
(Millions of dollars), 1899-1922 


Annual } Annual Total Fixed Relative 
| Increase in | Cost Index Increase in Capital in Total Capital 
Year Terms of Cost} (1880=100) |Terms of 1830 1880 dollars 1899 = 100 
} Price dollars 
(1) 2 8 t 5 
1899 839 88 $87 $449 100 
1900 264 89 297 4746 107 
1901 277 88 315 5061 114 
1902 342 89 383 5444 122 
19038 828 9] 362 5806 131 
1904 282 87 826 6182 188 
1905 457 92 494 6626 149 
1906 | 612 100 611 7237 1638 
1907 629 106 595 7832 176 
1908 373 94 $97 8229 185 
1909 569 96 591 8820 198 
ae | 422 100 420 9240 208 
1911 $79 99 884 9624 216 
1912 $57 1038 443 10067 226 
1918 497 110 53 10520 2386 
1914 $56 101 353 10873 244 
1915 ; 1017 105 967 11840 266 
1899 35 1402 13242 298 
1917 : 2891 73 1673 14915 335 
1918.. 2473 183 1350 16265 866 
1919 1898 196 969 17234 $87 
1920 2096 237 884 18118 407 
192] 780 | 184 424 18542 417 
1177 | 181 | 650 | 19192 431 
* Report of Senate Committee on Wholesale Prices, etc., pp. 92-99. The cele- 


brated twenty-five varieties of jack-knives were subtracted from the metal index be- 
fore using it. 

* Bulletin 335, Wholesale Prices, 1890-1922, pp. 8-9. 

* Paul H. Douglas, “The Recent Movement of Real Wages and Its Economic 
Significance.” Supplement, American Economic Review, March, 1926, p. 80. 
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isetts Estimated for United States 


Capital (Fixed Capital) 
105 104 
110 110 
113 116 
30 120 
30 182 
50 154 
188 188 
210 | 217 
248 239 
250 263 
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the growth of total capital in Massachusetts when computed upon a 
similar basis."* Using 1910 as a base, the relative increases were as 
shown on page 146. 

The coincidence between these two indexes is very striking and this 
becomes even more the case when we remember that most of the greater 
increase shown for the United States as a whole was due to the fact that 
the fixed capital was increasing at a more rapid rate than was the 
supply of total capital in manufacturing. 

It may be remarked that this index shows a truly unprecedented 
growth in the volume of fixed capital. Thus the amount virtually 
doubled during the decade from 1899-1909. This was a compounded 
average yearly rate of increase of 7 per cent. This same rate of in- 
crease was virtually maintained during the succeeding decade. From 
1919 on the rate of growth slackened during the three succeeding years 
but while we have not computed the growth since 1922 it has beyond 
question increased greatly since then. Taken as a whole this period 
showed an approximate doubling in the quantity during every decade, 
which would probably be scaled down to about 6 per cent per year 
compounded if deductions were made for the increased cost of replacing 
the old capital. This is a rate of growth which it is believed has not 
been matched by any other country.” It will be remembered that 
Cassel estimates the rate of growth of capital in Western Europe at 
3 per cent a year. If this is true, the rate of industrial capital growth 
in the United States has been twice as great while if the growth be 
reckoned on a per capita basis, the disparity is even greater. 

3. The Growth in the Labor Supply, 1899-1922.—The various cen- 
suses of manufactures give the average number of wage-earners em- 
ployed in each of the census years.** Using these as the bases, we can 
find the probable numbers employed in the intercensus years by using 
an index of relative employment. This index was constructed for the 
years 1899-1904 by combining statistics of the relative number em- 
ployed from year to year in Massachusetts** and Pennsylvania.** From 
1904 to 1914, figures for New Jersey” were substituted for those of 
Pennsylvania. In both periods, the relative index for each state was 
then weighted by the number shown by the census to be employed in 
that state at the beginning of the period and a combined index was 

*See Annual reports of Massachusetts Bureau of Statistics, Statistics of Manu- 
factures, 1910-20. 

”™ Our index shows a more than doubling from 1879 to 1899 and an increase of 
approximately 90 per cent during the nineties. 

*T.e. namely 1899, 1904, 1909, 1914, 1919, and 1921. 

See Annual reports on Statistics of Manufactures, Massachusetts, 1900-1905. 

*See Reports Pennsylvania State Department of Internal Affairs. 


* Annual volume of New Jersey Bureau of Labor and Industries, Statistics of 
Manufactures (1904-1914). 
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f the intercensal years up to and including 1922.”* Table III gives these 
estimated numbers from 1899 on and also expresses them in terms of 
relatives. 

This index is defective in a number of respects as a perfect measure of 
the working force. (1) It does not include clerical employees who have 
been increasing in number at approximately double the rate of the 
wage-earners. (2) It is based on man-years rather than “standard” 
man hours. The average number of hours constituting the standard 
week’s work has declined during this period, so that an increase in the 
number of men would be necessary merely to offset this decrease. One 
of the authors has computed a tentative index of standard man hours 
by multiplying the number of workers in each year by the average 
number of hours in the “normal” week. There is reason to believe, 
however, that this index is not yet perfected and so man-years have 
been used instead. It is hoped to include total “standard” hours in 
later studies. (3) It does not measure deviations from this standard 
week whether they take the form of short-time in periods of depression 
or overtime in the years of prosperity. 

Such an index of course makes no allowance for possible changes in 
the quality of the laborers or in the intensity of their work. These 
factors may be of considerable importance but at present they certainly 
carmot be measured quantitatively and until they can be, it is better for 
any statistical study to ignore them than to make necessarily fantastic 
estimates as to their importance. When they can be measured, then 
they should be included. 

41. The Growth of Physical Production, 1899-1922.—For this, we 


have used E. E. Day’s well-known index of the physical volume of 


Tasie IV 
InpEx or Paysicat VOLUME OF MANUFACTURES IN THE UNITED STATES 


Year Index of Manufactures, Year Index of 
Manufactures 


1000... 100 1911 153 
1900 ne 101 1912 77 
1901 112 } 1913 184 
1902 122 1914 169 
1903. . 124 1915 189 
1904. . 122 1916 225 
1905 143 1917 227 
1906... 152 | 1918 223 
1907... 151 | 1919 218 
126 1920 231 
1909 155 1921 179 
1910 159 1922 240 


| 


* Since these statistics of employment did not begin until July, 1914, the yearly 
iverage was secured by projecting them back for the preceding six months accord- 
ing to the monthly fluctuations in employment shown by the 1914 census of manu- 
factures, 
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physical product. It will be noted that by 1922 the supply of capital 
had more than quadrupled as compared with 1899, while the labor 
force was only 61 per cent greater. The ratio of capital to the work- 
ing force was indeed 2.67 times as great in 1922 as it had been in 1899. 
‘The increase in the physical product during this period was 140 per 
cent or an increase of approximately 50 per cent per worker.*° 

5. The Ratio of Labor to Capital—The changing ratio between 
labor and capital as compared with 1899 can be found by dividing the 
relative index of the labor supply by the relative index of fixed capital 
(L/C). This is shown in Table V. We thus have a measure of the 
changing proportions of the two factors throughout the years of this 
period. 

It will be noted that since our index of labor measures the decline in 
the number of wage-earners employed during periods of depression 
while our index of capital does not show the unused capital, that dur- 
ing such years, the proportion of labor to capital drops sharply, with 
a tendency to rise during the succeeding years. ‘The general drift is, 
however, of course downward because of the much more rapid increase 
of capital. 

6. Theory of Production.—Relative to the indices of Production, Labor, 
and-Capital, and the period 1899-1922 the function of Labor and Capital 


alone 


has the following properties: 


1) To say that P’ represents the actual Production P is to give par- 
ticular expression to a well-known theory. 

2) P’ approaches zero as either L or C approaches zero. 

8) P’ approximates P over the period. 

4) The deviations of P’ from P are individually significant. 

5) P’ correlates closely with P when we include secular trends. 

6) P’ correlates closely with P when we eliminate secular trends. 


In the sense of the foregoing let us call P’ a norm for P over the period, 
and proceed to examine its properties in more detail. 

(1) The theory referred to (due to J. B. Clark, Wicksteed et al.) states 
that Production, Labor and Capital are so related that if we multiply both 
Labor and Capital by a factor m then Production will be increased m times, 
that is Production is a first degree homogeneous function of Labor and 
Capital. Now P’ is taken to be such a function. 

(2) Among such functions the further theoretical restriction is placed 
upon P’ that it should approach zero as either L or C approaches zero. 


* As Dr. Thomas shows, the most remarkable increase in productivity has come 
since 1921 and is scarcely included in the above statistics. 
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275 THEORETICAL AND ACTUAL 
25 CURVES OF PRODUCTION 


1899-1922 1893 = 100) 
Z00 COMPUTED PROQUCT O=0= 
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Cuart II 


The average percentage deviation of P’ from P without regard to sign 
is 4.2 per cent. In fact, P lies nearer to P’ than to its own moving three 


and 11.7 


year average, the corresponding standard deviations being 8.7 
respectively. 


5 


VII 


DEVIATIONS FROM TREND OF PANDP’ (TRENDS ARE MOVING YEAR AVERAGES) 


| Deviation of P |Deviation of P Deviation of | Deviation of 


Year | from Trend of P | from Trend of Year P from Trend | P’ from Trend 

| P’ of P of P’ 
1900 —3 0 1911 —10 —1 
1901 0 1912 6 
1902 8 1 1913 7 2 
1903.......| 1 8 1914 —4 
1904 —8 —4 1915 —§ —7 
1905 4 1 | 1916 11 + 
1906...... 8 | 0 1917......| 
1907 eo 8 6 1918 0 4 
1908... —18 —10 1919 —6 2 
ee 7 4 1920 22 15 
1910.... | 3 1 1921 —38 —19 


(4) It is evident from the foregoing Table VI and Chart II that the 
trends of P and P’ (say the moving three year averages) are much alike, 
in fact P’ was constructed so that they should be. A study of Table VII 
and Chart III will show also that in general P’ fluctuates with the business 
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PERCENTAGE DEVIATIONS 
OF COMPUTED FROM ACTUAL PROOUCT 
1a99 1922 
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IV 


so on, under normal conditions. The differences between production under 
normal conditions and production under actual conditions may becompared 
as in (4) above with the Business Annals of the period, year by year. 

Now it is possible to apply mathematical analysis to the fictitious 
production P’ but it is not possible to apply such analysis to the actual 
production P unless we make (or conceal) certain further assumptions. 
Let us choose the following assumptions and let their justification rest 
on what we deduce from them. 

(A) The Physical Volume of Production is proportional to the Volume of 
Production due to manufacturing alone. 

(B) Any departure of P from P’ may be represented by a change in the 
value of the coefficient of L*/*C'/* so that always 

where the value of b is independent of L and C. 

These two assumptions are made in accordance with a general policy to 
ignore the quantitative effects of any force for which we have no quanti- 
tative data. The coefficient 5 is thus made a catch-all for the effects of such 
forces. 

Making these assumptions it follows at once by mathematical analysis 
that: 

I. The marginal productivity of labor is 3/4 P/L. 

II. The marginal productivity of capital is 1/4 P/C. 

III. The productivity of total labor is 3/4P. 

IV. The productivity of total capital is 1/4P. 
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3/4 


oP 
8) 50 -) b=1.01 
4 GC 


From (7) and (8) it follows that just as Production has a norm which it 
approximates, so the marginal productivities of labor and capital have 
norms which they approximate; namely, the curves y=1.01(L/C)-/4 and 
y=1.01(L/C)*"* respectively. 

The three norms and the corresponding quantities are so related that if 
one quantity, say production, rises above its norm by 5 per cent then each 
of the other two quantities rises above its norm by 5 percent. This is 
due to the algebraic identity 


Chart V* 
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“In the chart the “normal” curves are taken without the coefficient 1.01 and 
the indices of marginal productivity are depressed proportionally. 
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and hence: 


The productivity of total capital increases per unit increase in capital 
alone at a rate given by the right hand side of equation (14). 


0 oP P 
15 — | 
aLL ac L 


4 


and hence: 


The productivity of total capital increases per unit increase in labor 
alone at a rate given by the right hand side of equation (15). 


oP r 
OL 


and hence: 


The productivity of total labor increases per unit increase in capital 
alone at a rate given by the right hand side of equation (16). 

Finally, if k is supposed to vary then P’ becomes a function of three var- 
iables, and we have a new batch of theorems for example: “If k increases 
while Z and C remain fixed then P’ increases if L/C is greater than 1, and 
P’ decreases if L/C is less than 1.” 

Thus if we choose a smaller k than 3/4 (say 2/3 for the whole period) 
the P’ curve thus computed will lie above the P’ curve computed with 
=3/4 whenever L/C is less than 1, that is over most of the period. The 
relation between P and the new P’=1.01L?/C"’ is given in the following 
table. 

Taste VIII 


RELATION BETWEEN P anp P’=1.01 


| 

| | P—P’ 

| 100 || | | ——xX100 

| P P | P 
1899.....| 100 101 | || 1911 | 153 166 -8 
1900.....} 101 106 | —5 || 1912 | 173 +2 
1901.....] 11@ | +1 || 1913.....| 184 178 +3 
1902.....| 122 | 119 +3 || 1914 | 169 176 ~4 
1903 | 195 1915.....| 189 185 +2 
1904 | 192 | 193 | —} | 1916 | 925 214 +5 
1905.....| 148 | 133 | +7 227 234 
1906.....| 152 142 | +7 || 1918.....| 244 ~9 
1907.....| 151 | 149 | +1 || | -11 
1908... | 126 139 —10 || 1920.....| 231 247 —7 
1909.....| 155 157 —1 || 1081..... | 179 208 —16 
1910 ve] 159 163 —3 || 1992.....} 240 223 +7 


8. What Indications are there That the Theory Outlined is Valid? —That 
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instead of being lower than P was actually higher by 6 and 7 per cent. 
This may, however, have been caused by the dilution and reduced efficiency 
f labor which made each unit of labor actually less productive than 
normally. 
9. Does the Process of Distribution Approximate the Apparent 
ws of Production?—We have attempted to check this theory to see 
whether the processes of distribution have followed in any degree the 
laws of production which we believe we have traced. By the methods 
ich have previously been described (Sections 6 and 7) the rela 
ve final physical productivities of labor for each of the years were 


Found in terms of 1899 to be as follows: 


1899.. 100 1907 110 1915 123 
1901 .. 102 1909 110 1917 116 
1902 . 103 1910 110 1918 111 
1903 101 1911 105 1919 118 
1904 » 2105 1912 116 1920 119 
1905 ee 1913 119 1921 121 
1906 115 1914 113 1922 149 


(hese relative physical productivities were then multiplied by the rela- 


ve exchange value of a composite unit of manufactured goods and thus 


ie relative value product per laborer in each of the years as distin- 
girished from the relative physical product was secured. It is then pos 
sible to compare the movement of this value product of final labor with 
the relative movement of the real wages of the workers during this pe- 
riod in order to determine the degree of correspondence between them. 
Before entering upon such a comparison, however, it is appropriate 


» describe how the exchange ratio of each unit of manufactured goods 
and of manufacturing as a whole was found. This was secured by 
multiplying the index of physical production by the ratio between the 


price level of manufactured goods and the relative general price level. 


ice Ind x of 
Index of physical production XN Manufactured Goods 


General Price Level 


This ratio of the prices of manufactured commodities to the general 
price level was computed from the statistics of wholesale prices col- 
lected by the Bureau of Labor Statistics and is shown in the following 
table. 

This index shows that when measured in terms of 1899, «a unit of 
manufactured goods had less purchasing power in ten subsequent years, 
reaching its lowest point of 85 in 1910. Its exchange value was some- 
what higher in the subsequent years and it rose somewhat in 1922 when 
it was still 10 per cent below 1899. This in turn reduced the total 
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1899-1908 was instead taken as the base. The comparative table 
is shown on page 164. 
TABLE X 


Propuctivity Per Unit Lasor 1899-1922 


Relative Value Relative Value 


Year | Productivity per Unit Year Productivity per Unit 
of Labor | of Labor 
1899 101 1911 96 
1900 =i 95 1912 103 
1901 99 19138 106 
1902 95 1914 98 
1903 938 1915 110 
1904 P 96 1916 115 
1905 106 1917 104 
1906 : 111 1918 98 
1907 105 1919 102 
1908 96 1920 114 
1909 97 1921 117 
1910 95 1922 186 
The coefficient of correlation between these series is + .69 with a 
probable error of + .072 and if a comparison is made between the seven 
year moving averages of the two, the coefficient is + .89 with a prob 


able error of + .03. ‘There is virtually no relationship, however, be- 
twéen the short time movements of the two, since the correlation of the 
deviations of each from its trend gives a coefficient of only .12. 

The degree of correspondence discovered is however sufficient to give 
. considerable degree of corroboration to the law of production which 
has been worked out and to indicate that the processes of distribution 
follow in large measure the processes of production if sufficient time is 
allowed. 

A further interesting comparison is afforded by the studies of the 
National Bureau of Economic Research into the proportion of the 
manufacturing product which went to labor during the decade 1909 
1918. They found that wages and salaries formed on the average 74 
per cent of the total value added by manufactures during these years.*’ 
We have found in our formula that when we attribute to labor 75 per 
cent of the product, we get a close consilience to the actual normal 
course of production. 

There is apparently therefore a decided tendency for distribution 
to follow the laws of imputed productivity. Lest some be led 
however hastily to conclude that this lends an ethical justification 
to the existing social and economic order, it should be pointed out that 


* National Bureau of Economic Research, Income in the United States, Vol 
2, p. 98. The percentages by years were as follows: 
1909 72.2 1911 76.4 1913 74.5 1915 75.4 1917 71.0 
1910 71.6 1912 74.5 1914 77.8 1916 68.7 1918 78.1 
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but merely that we have made an approximation to it and suggested a 
thod of attack. Future progress will be assisted by developing mor« 
‘efined series, by using different mathematical techniques, and by 
ralyzing other sets of data. 
Thus we may hope for: (1) An improved index of labor supply which 
| approximate more closely the relative actual number of hours 


rked not only by manual workers but also by clerical workers as 
ell; (2) a better index of capital growth; (3) an improved index of 

‘eduction which will be based upon the admirable work of Dr. Thom- 

: (4) a more accurate index of the relative exchange value of a unit 
f manufactured goods. 

In analyzing this data, we should (1) be prepared to devise formulas 

hich will not necessarily be based upon constant relative “contribu- 

ns” of each factor to the total product but which will allow for vari 
tions from year to year, and (2) will eliminate so far as possible the 
me element from the process. 

We have developed our theory from the movement of labor, capital, 
production, value, and wages for the manufacturing industries of this 

yuntry considered as a whole. There is opportunity to apply the 

me, or an improved method of analysis, to other lines of industry such 

s transportation, mining, public utilities, etc., in this country and to 

similar data for other countries. When this is done, we shall have 

st interesting material on the slope of the curves of imputed produc- 
tivity for a wide variety of industries and may be able to frame com- 
bined curves for a country as a whole and from this frame interesting 
international comparisons. 

Finally, we should ultimately look forward toward including the 
third factor of natural resources in our equations and of seeing to what 
degree this modifies our conclusions and what light it throws upon the 
laws of rent. 

These are tasks which will require much time to complete but we sub- 
mit that they are necessary if the precise relationships which probably 
lurk within economic phenomena are to be detected and measured. 
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ECONOM ASPECTS OF INCREASED 
PR IENCY—DISCUSSION 


SuMNI H. S putations of Professors Douglas and 
Cobb raise yn tions that I can discuss only several 
of the most im} tions relate to the reliability of the 
ndex of fixed ca Douglas reduces each estimated annual 

rease of fixe rs and then by addition builds up 
in estimate of { t ir in terms of 1880 dollars. Hence 
hv the time he r 399, any error in the deflation factor 
has had a chat te 19 times and, by the time he has 
reached the last f we could be certain that errors in 
the deflation fa nual estimates by the same relative 
amounts, the e deflation factor, however, appears 
to be subject t first place, giving wages a constant 
weight tends t nee of wage rates upon the cost of 
fixed capital d f the period because, as Professor 
Douglas’ indexe a steadily less important factor in 
production tech1 res rose far more than wholesale 
prices during tl 1922, the progressive overweighting of 
labor causes tl! nderstate the additions to physical 
capital.? A se direction arises from the fact that 
the deflation fact n the prices of labor and raw materials, 
fails to reflect t »f fabricating and construction tech 
nique I err n the case of building costs. Build 
ing labor and ns and bounds but radical changes 
in buildis ( methods have prevented the cost of 
finished structure rtion.*?. The double bias in the defla 

‘Professor D nsus figures on capital investment are 
unreliable 1 it the Aldrich Committee figures from whic! 
he construct e period 1880 to 1889 are unsatisfactory 
Consequent whe is up his estimate of physical capital 
by dividing the u the unreliable Aldrich Committee figures, 
he risks a dou the period under analysis extends onl) 
from 1899 to 1922 estimate of physical capital should not 

?For ex ple inced less than 12 per cent between 
1899 and 1922 but d in manufacturing increased approxi- 
mately 170 per c en the changes in wages in the building 
trades and the cost ls, though much less, is still considerable 
For the period 189 louglas and Miss Lamberson found an ad 
vance of approxil urly earnings of building trades worker 
and for the period Bureau of Labor Statistics found an 87 per 
cent increase in tl es in the construction industry. Hence we 
may conclude that urly wage rates increased by roughly 190 
per cent Building , ivanced by only about 119 per cent. 

*In view of the the wages of building labor and the prices 
of construction n 1 and of the prices of metal products ar d 
the wages of labo the other hand, it would seem desirable 
to use two capit f one—one index for buildings and the 
other for machine For example, comparing Professor Douglas’ 


capital cost index phone and Telegraph Company’s index of 
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tion factor is extremely important because the growth of fixed capital is 
large in proportion to the amount in existence in 1899, the base year. Con- 
sequently a small error in the estimated growth produces a substantial dif- 
ference in the relatives. Should the bias in the deflation factor cause the 
amount of fixed capital in 1922 relative to 1899 to be underestimated by 
only 10 per cent, it would make a 43 point difference in the index for 
1922. 

This, however, is not all. A more serious difficulty arises from the fact 
that the entire series of relatives changes as one varies the year selected 
for the deflation factor. Suppose that we deflate with the 1910 instead 
of the 1880 dollar. The relative for 1922 becomes 492 instead of 431, 
61 points above the result which Professor Douglas obtains. The reason 
for this great discrepancy simply is that the inaccuracies in the census 
figures cause the estimate for the base year 1899, which is obtained by 
building back from 1910, to be nearly $700,000,000 less than that obtained 
by building forward from 1880. The absolute changes from year to year 
remain unaltered because the 1910 dollar has the same value as the 1880 


dollar, but, because the base is smaller, the same absolute changes produce 
a very different series of relatives. I am not here concerned with how the 
deflation problem can be solved. The essential point which I wish to 
drive home is that Professor Douglas’ method makes the size of the 1899 
base depend upon the year from which the deflation factor is selected. 
Consequently, the entire series of relatives varies with the deflation factor 
which is used. Deflating with the 1906 dollar, for example, gives an index 
of 488 for 1922, and the 1890 or the 1919 dollar would yield still different 
results—the base year, it being remembered, in all cases remaining 1899. 
This peculiar substance, abstract physical capital, which changes in relative 
as well as in absolute magnitude as one applies now this and now that defla 
tion factor, appears to be composed of the stuff that dreams are made of. 
\ series of relatives which is so dependent upon the deflation factor can 
scarcely command confidence. 

The uncertainties in the index of physical capital introduce uncertainty 
into the index of the relative productivity of the final unit of capital. For 
example, if we deflate with the 1910 instead of the 1880 dollar, the relative 


building costs (computed from the monthly figures given in Mills’ Statistical Methods, 
pp. 310-811) for the period 1914 to 1922 gives the following results: 


Professor Douglas’ A. T. and T. con 
capital cost index structure cost index 
1914 .. . 101 100 
1915 105 103 
. 183 172 


It is, of course, possible that the single index would give substantially the same 
results as two indexes but this is a dangerous assumption to make. 
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1910 becomes 70 instead of 76: 
49 instead of 56. 
1 capital undoubtedly robs Pro 
ance which they would otherwisé 
light does his equation throw 
theory? The position of Pro 
t rightly, is that an important 
en taken if it can be shx 
n the one hand and the factors 
by a homogeneous function 
the factors of production 
, ; ll known that this must be tru 
Profe x Cobb has found 
in which the indexes of Pro 
productivity that closely cor) 
facturing output. Hence P 
been statistically demonstrated 


f production on the one hand 


eets the requirements of 


n is that the marginal pro 
nges in all factors will re 
t Clearly the truth of th 
t ¢ his assumption may be made for 
omitted factors is entrepreneur 
) apply the marginal productivity 
Ay ly true that changes in all factors 
nt product, it can scarcely be 
se economists must cease dis 
n of labor and capital and 
lpoint of the theory of distribu 
anges in the factors and changes 
pr suse they introduce the possibility 
relati the income of certain groups through 
relatively small entrepreneurial 


r Col rtant to notice, pertains to physical 
B ter of dividing not a physical product 

pr ns in which the product is divided 
ined | und by the prices which emerge from 
A nship between productive agents 

al o upon what happens in the market 
illy takes place. If the marginal 

t] t be true either that given changes 

I ume that his index of fixed capital 

t roduction other than labor. Such an 
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lie instruments of production cause proportionate changes in the price 
duct as well as in the physical product, or that the prices paid for 
ors of production can be instantaneously and completely adjusted to 
inges in price productivity. The first condition is plainly not true because 
n small changes in the physical output of an enterprise often affect 
ceptibly the price at which it can sell its wares.’ As for the second 
ndition, every one knows that land and capital are often obtained on 
g-term contracts which fix the rate of compensation for several genera 
ns. Wages are legally subject to change without notice but there are 
inagerial difficulties in reducing wages whenever the value of labor dimin 
es. As a result of this more or less frozen price situation, an enterprise 
ch purchased more labor or equipment and thus increased its output 
uuld thereby reduce the price productivity of its original units of land, 
bor, and capital to a point below the amounts paid for their use. Under 
ese circumstances the price which the concern could afford to bid for 


lditional increments of land, labor, or capital would be less than their 


irginal worth. It is probable that a large proportion of enterprises are 
in this situation. 

A serious difficulty with the marginal productivity theory arises from 
e fact that it is apparently impossible for the individual entrepreneur 
to determine the differential contribution of each productive agent. In 
‘der to do this he must be able to add a unit of the factor without in 
reasing any of the other factors. But is it possible to add land, labor, or 

ital, without at the same time adding some of the vague and little under 
me the enterprise enters into a contract for the purchase or lease of land, 
abor, or capital? Is it then possible to add “‘pure” land, labor, or capital? 
Is it not always a mixture of land and risk bearing, capital and risk bear 
ig, or labor and risk bearing which is added? If the reply is that the 


ud factor called “entrepreneurship”? Is not risk bearing increased every 


eory applies only to a static state where there is no uncertainty and hence 


A 


no risk, a new crop of difficulties is raised. For example, the static state 
presupposes competition. But can competition exist without risks for the 
( ympetitors ? 

Professor Douglas compares the relative changes in the imputed va 
product per worker in manufacturing with the real wages of persons en 
gaged in manufacturing. Such a comparison is interesting but of limited 
significance, especially when the period covered is short. Even if the two 
indexes move together during a given time, can it be regarded as more 
than a coincidence? Should we necessarily expect them to move together? 

®*When distribution is discussed in terms of farmers deciding whether or not to 
plant a few more acres of this or that staple crop, the effect of changes in output 
upon price may be ignored. But a manufacturer who makes even a small increase 

his output is likely to find himself compelled to make appreciable price con 
cessions in order to get rid of it—assuming, of course, no change in demand. Further 
more, the technical interdependence of productive factors makes the increments in 
which it pays enterprises to add capital, land, or labor substantially larger than i 
often supposed. Assuming a perfectly balanced labor force, for example, it would 
rarely be advantageous to add only a single workman. To avoid destroying the 
balance, it would be necessary to add groups containing several varieties of specialist 
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Real wages a1 er narrow group of prices—in large 
degree, prices odities. The changes in these prices 
may differ bot unt from changes in the general pur- 
hasing power \ close relationship might be ex- 
pected between ne hand and the marginal price 
productivity on f course, is a very different matter, 

A wo ermanent validity of an equation 
such as Pro 1. Obviously the assumption that 
x times the fa v yield x times the product pre 
supposes that t bstantially unchanged. Consequently, 
an equation v tisfactory index of physical product 
for one or two ly not do so for longer periods. In fact, 
I suspect that ation would be found unsatisfactory 
for the years se in that year there began a strik- 
ing change in veen the number of workers in manu- 
facturing and factured output.® In the year 1922, 
there was a I veen the computed productivity index 
and the index of ference of 31 points, far greater than 

other occu nty-three year period. Had the com- 
puted index | e Day-Thomas index, the deviation 
would have be f the equation has only ephemeral 
accuracy, are t “the law of production’?  Inci 
dentally, the fl equation is significant from the stand 
point of the th I ause the same technical innovations 
which destroy equation also create opportunities for 
bargaining by put of productive instruments to be 
worth more than rices in the open market. 

In conclusion the application of quantitative analysis 
in the study of to be most useful when investigations 
are not too mu esire to verify specific propositions of 
static theory. ‘1 y no more important single cause for our 
meagre knowle process than the fact that the subject 
has been so larg n the narrow limits imposed by the as 
sumptions of sta t distribution is an historical process and 
needs to be stu , a promising subject for quantitative 
inalysis would h the distribution of income today is 
directly determi! were made five, ten, fifteen, or twenty 
years ago. Qua by helping to provide the raw material 
for a realistic tl st use in liberating the study of distri 
bution from the t statics. But it can be of little assist- 
ance if statisti tical economists are too completely pre 
occupied with ve ns of static doctrine. 

*As Mr. Thom g the first two decades of the century there 
was slight change : person employed in manufacturing. During 


the last six years, ta output of persons engaged in manufac- 
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Joun D. Bracx.—President Adams has particularly asked me in dis- 
cussing Mr. Thomas’s paper to point out the things in it which are sig 
nificant from an agricultural standpoint. I therefore wish to direct 
ittention to a few of the figures in Table I. The first division of the 
table shows the number of workers in agriculture increasing by 6.5 per 
cent during the decade 1900 to 1910, as contrasted with decreases for the 
two succeeding census periods. Although these figures come from the 
haunts of the census, I am not sure that the figure for 1910 sutliciently 
eliminates the million or so additional boys and girls and women that 
were counted as gainfully employed in agriculture in 1910 because of a 
change in the census instructions. 

The next figure to which I wish to call attention is the 93 per cent 
for number of workers in 1925 as compared with 1920. It is hard to 
believe that there was an actual decrease of 7 per cent in the number of 
workers in agriculture, manufacturing, mining and railway transportation 
in this short period. The available estimates are to the effect that the 
agricultural population decreased 214 millions during this period. We 
agricultural economists had been assuming that manufacturing had absorbed 
most of these. But the census shows a decrease of 8.5 per cent for manu 
facturing! Mr. Thomas is sureiy justified in being skeptical of this figure. 

But, of course, it is entirely possible that the 7 per cent have been 
absorbed by the expansion in construction, in transportation other than 
railroads, and in retailing and other forms of merchandising. The census 
of occupations shows the group “trade, transportation, and clerical work” 
increasing from 12.2 per cent to 24.8 per cent of the total in the forty years 
before 19207; and no doubt there could have been considerable of a shift 
from 1920 to 1925. Common observation of the rapid increase in retail 
establishments, especially oil filling stations, bake-shops, delicatessens, and 
the like, would support such an opinion. Also there may have been a 
considerable increase in the leisured class—although it is unlikely that 
many of the 214 millions from the farms have joined this group. 

The table shows an increase of 12.5 per cent in the total output from 
agriculture from 1919 to 1925. It should be stated here that Professor 
George F. Warren disputes this figure, insisting upon a decrease rather than 
an increase. He says that it is based upon an average of a period of 
rising output as compared with an average for a period of falling output, 
with a “hump” in between. Mr. Thomas’s figures were obtained from the 
Bureau of Agricultural Economics. Inquiry at the Bureau reveals an index 
series for physical volume of agricultural production that is still in tenta 
tive form, and not available for general publication, which indicates no 
decline in the years 1924, 1925, and 1926, but rather an increase over the 
preceding three years. The comparison of these years with 1918-1920, 
and with 1921-1923, amply substantiates Mr. Thomas’s figures. Never 
theless, one must not assume that the issue as to facts here is altogether 
settled. 


"Commerce Yearbook, 1926, p. 15. 
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THE MEANING OF VALUATION 
By ArtHur T. 
President-Emeritus, Yale University 
[his is not a paper on the theory of value nor on the theory of rate 
iking. It is essentially a study in the use of terms. What are we 


} 


talking about when we speak of valuation? How did the idea of value 
originate and develop? Are there several kinds of value, or is there 
nly one kind? ‘lo what sort of processes should we apply the name 

luation and to what sort of processes should we apply the name as 
essment? What dangers or evils result from confusing the two con- 
cepts by giving them one indiscriminate name? 

I do not intend to underrate the difficulty and public importance of 
the work which valuation experts are doing today. ‘They are face to 
face with acts of the legislature which require them to assess property 
for rate-making purposes by certain prescribed methods. ‘They are 
sometimes ordered to call the process valuation. ‘These statutes are 
often very badly drawn. Mr. Prouty of the Interstate Commerce Com- 

ission, Who was a leader in the movement for the so-called physical 
valuation of railroads, stated that he would rather undertake to recite 
the Chinese alphabet backward than to read the Valuation Act, becaus« 

does not mean anything after you have read it. Many of the state 
laws are better in this respect than the Interstate Commerce Act; but 
there are always a number of things to be interpreted and clarified be 
fore the expert can know how to proceed in the task of assessment 
which is laid before him. We need men to de this difficult work. But 
I believe that the word valuation ought not to be applied to such a 
process of assessment; that its use, even when prescribed by act of the 
legislature, is wrong in principle, misleading in practice, and likely to 
hinder the work of clarification instead of helping it. 

An assessment is a charge, or basis of charges, fixed by constituted 
authorities for any purpose whatever. An administrative board may 
assess taxes, or assess the land which forms the basis of taxation. A 
court may assess damages for an injury. A club may assess its members 
to meet a deficit. The term is a general one meaning the fixing of 
prices by authority. And it has been specifically applied to the fixing 
of prices of public services by the magistrates. The most familiar 
example of price regulation in the Middle Ages was the assessment or, 
as it was then more commonly called, Assize of Bread. 

The words value and valuation stand on quite a different footing. 
Value is based primarily, not on what government says, but on what 
people actually want, and actually do or are ready to do. Valuation, 
in the traditional meaning of the term, is an estimate of what people 
will pay for a given piece of property. 
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This method of valuation in which we inventory merchandise at mar- 
t price and land at a capitalized rental proved a good one for a great 
y of purposes. If it was a question of damages it gave just 
pensation by furnishing an equivalent in purchasing power. If it 

a question of taxation it furnished a basis of assessment which 
rresponded most closely to the ability to pay. The chief objection 
rged against it was that it overlooked the claims of the laborers who 

id produced the property to just compensation. But the efforts oc 

sionally made to assess prices of merchandise on the basis of labor 

st as recommended by Karl Marx, or prices of real estate investment 
the basis of labor and capital cost, as recommended by Henry 
George, resulted either in encouraging the production of merchandise 
that was not wanted, or in discouraging the investment of new capital 
here it was wanted. In the latter part of the Nineteenth Century it 
was generally assumed that value, apart from some special qualifying 
idjective meant market value; as fixed directly for merchandise by 
mpetition in the produce markets, or indirectly for investments by 
mpetition in the money market. 

But in the last thirty years we have discovered that a method of a 

Juation which was just in determining damages or arranging a basis 

f taxation, was of little use in fixing or regulating the charge for the 
rvices of railroads and electric companies. A certain rate or schedule 
rates was complained of as unreasonable. If the company stated 

it their charges no more than paid interest on the value of the prop 
rty, this was no answer at all; for the value of the property was itself 
result of the rates charged. From this circle there appeared to be 
no logical escape. A demand arose for public regulation of rates; 

r an assertion of the right of the government to insist on reasonabl 
charges and for a mode of assessment of the cost of the property which 
should serve as a rate base. This has resulted in a reopening of the 
discussion what value really meant and a reintroduction of the ideas 
of Henry George into the arena of debate. 

In two respects the ideas of Senator LaFollette and his followers 
differed from those of Henry George. Mr. George would have applied 
his theories to all fixed investments in land. Mr. LaFollette confined 
them to public service corporations. Mr. George would have based th 
return on the historical cost of the property, i.e., the amount of labor 
and capital put into a piece of land. Mr. LaFollette, on the other 
hand, appreciated that the historical cost is a thing which we can 
seldom ascertain; and based his theory on duplication cost—cost of 
reproduction new minus depreciation. This he called physical value. 
This he regarded as the best objective standard that we have for regu- 
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value to any possible owner is measured, at the utmost, by a few hun- 
dred thousand. The theoretical value, measured by this standard, is 

ore than a thousand per cent greater than the actual value. <A 
measuring rod that registers such errors is worse than none at all. 
The most that can be said of cost assessment is that it may fix an 
ipper limit beyond which value cannot go. And fixing an upper limit of 
value is a very different thing from creating or measuring it. 

A third group is clear-headed enough to see this and admit frankly 
that duplication cost does not measure value as it is, but claims that 
t furnishes a standard of value as it ought to be, in the interests of th 
public. This group argues that the small producer or seller of mer 
handise has to be content with getting back the cost of his goods plus 

reasonable profit, and does not get that unless he has managed his 
business prudently; and that the owners of large units of invested 
apital should be content, and must be content, to accept the same 
tandard of just compensation—say 6 per cent on prudent investment 

as the limit of their gains. 

This argument has been widely accepted, in courts and public service 


commissions as well as in legislative debate. If it were really sound it 


would in my opinion justify us in calling an assessment of prudent in- 
vestment cost a valuation. Therefore, at the risk of reiterating some 


things which most of us already know, I shall try to show why this 


reasoning is misleading in theory and bad in practice. 


Why does the value of merchandise in a free market conform pretty 
closely to duplication cost, while that of fixed investments does not? 
Because merchandise in general is movable and is pretty easily used 
up, while fixed investments have to stay in permanent position and aré 
used up very slowly if at all. The consequence is that if a man cannot 
sell his merchandise in one market where there is a glut, he takes it to 
some other market where there is a scarcity; and if for the moment ther 
is no market where it is scarce he stops buying it or giving orders to 
the factory to produce it until the extra supply on hand is sold. The 


sult is that prices of merchandise tend to conform to the cost with 


light variations and in relatively short times. ‘That means that there 
is a fairly close correspondence between cost of each individual article 
and the market price as fixed by demand. But in the case of a power 
plant or a railroad or even of a house that a man has built as an in- 
vestment, there is no such correspondence. The owners have invested 
capital in land whence it cannot be removed without great loss. To 
induce them to take the risk of that loss they must have a chance for 
a corresponding gain if the investment succeeds. The price of all the 
houses in the country may very likely average somewhere near their 
cost of production. But the price of the individual house may vary 
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in a complex state cannot last very long unless it protects property 
rights. Such rights have in times past been carefully safeguarded in 
America, not only by the temper of the people, but by the provision 

f the Constitution that no person shall be deprived of his property 
without due process of law. It is occasionally necessary in the public 
interest for the government to take possession of property which has 
been in private hands. But it has always been held that “due process 
f law” involved giving the owner a full commercial equivalent. 

If we introduce a new use of the term value which directly or in- 
lirectly compels him to take a price assessed on the basis of cost, we 
ive in fact taken property without compensation. Calling what is 
fered a value is simply adding insult to injury. If due process of 
w means that an owner must give up something that he and other 
people want very much indeed and take something else that nobody 
wants nearly as much, property right becomes a mere shell of what it 
Was. 

This is not a fanciful danger, it is a real danger. A great deal of 
ir immigration comes from countries where people have had little ex- 
perience in property holding and where they cherish impracticable 
leals of what democracy can accomplish in the way of equality. Such 
men generally have a passion for justice. But it is an unintelligent 
passion; and if economists countenance the idea that cost measures 
value, they lead immigrants to think that Marx was right, and that 
economic justice is to be had through advanced Socialism. 

Can we hope for protection from the courts? I doubt it. The 
Supreme Court itself is extremely reluctant to limit the power of legis- 
latures to define the terms which they use. Even when the definition is 
obscure a court usually prefers to accept the interpretation of a public 
service commission. ‘To preserve our constitutional safeguards we must 
get the commissions to see the consequences involved in accepting the 
prudent investment standard of value. To have any chance of securing 
this result we must ourselves call things by their right names, and not 
use old words in new senses. We must call assessment assessment, and 
valuation valuation. 

Assessment is the fixing of a price by government authority. It 
differs radically from value in the fact that it depends on public author- 
ity—not on public demand. It is essentially a political term—not a sci- 
entific one. We fix an assessment; we ascertain a value. We ascertain 
the value of a piece of property by the same process of observation 
and calculation that we use in ascertaining the weight of a mass of 
metal or the size of a piece of land. Value in the accredited sense of 
the term—to come back to Walker’s excellent definition—is the power 
which an object confers on its possessor independent of political author- 
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RAILROAD VALUATION WITH SPECIAL REFERENCE TO 
THE O’FALLON DECISION 
By James C. BonsriGur 
Columbia University 


In discussing a subject as broad as railway valuation in a time as 
short as thirty minutes I am faced with the necessity of leaving much of 
the field completely untouched. In order, however, to cover the more 
significant portions I shall be obliged to cut corners with ruthless dis 

gard both for the literary and for the scientific proprieties. ‘Thus, al- 
though the subject of this paper is railway valuation with special ref- 
erence to the O’Fallon case,’ I shall not attempt here to give even a 
résumé of that decision but shall be content to state that it may possibly 
become the great test case in which the principles of valuation accepted 

the Interstate Commerce Commission will be subject to the scrutiny 
of the United States Supreme Court from the point of view of con- 
formity both to statute and to the Federal Constitution. In bring 
ing this problem to the test, counsel for the carriers raise numerous 
objections both to the detailed methods and to the general principles 
dopted by the Commission in fixing its valuations. ‘Two issues, how- 
ever, overshadow all others in their importance. The one is the ques- 
tion of depreciation, which may affect the values of the carriers to the 
extent of several billion dollars; the other is the controversy between 

use of historical cost or prudent investment on the one hand, and 
reproduction cost at current prices on the other hand. It is this latter 
issue which became the bone of contention in the O’Fallon case, and it 

solely to it that I shall confine my discussion in the present paper. 

To be sure, neither in the O’Fallon decision nor in the other recent 
valuation decisions of the Interstate Commerce Commission is the issue 
between prudent investment and reproduction cost brought out in as 
clear-cut a manner as might be desired for purposes of scientific dis- 
section. For on the one hand, what the Commission has approved is a 
valuation based on a compromised mixture of present land values, of 
reproduction costs at 1914 prices for old structures, and of estimated 
or recorded actual costs for new structures. And on the other hand, 
what the carriers contend for is a valuation in which current repro- 
duction costs are given not the sole consideration, but simply the domi- 
nant consideration. But, with all due deference to this broad-minded 
eclecticism on the part of both contestants, it remains true that the 


‘Interstate Commerce Commission, Excess Income of St. Louis & O'Fallon Rail- 
way Co., Finance Docket 3908, decided Feb. 15, 1927; sustained in St. Louis & 
O'Fallon Ry. Co., ete., v. United States, ete., before a statutory three-judge Court 
cting in and for the Eastern District of Missouri. In equity 7859. Decided Dec. 
10, 1927. Reported in U. 8S. Daily, Dec. 12, 1927. 
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properties. The question of fairness thus being completely abstracted, 


have simply to consider the economic expediency of the one bas« 
- the other as a means of developing an efficient railway system. 
What, then, are the tests by which we should judge the relative 
erits of the two rate bases—prudent investment and cost of reproduc- 
tion? Without offering them as exhaustive, I suggest the four follow 

g tests as covering the most significant subjects for consideration. 
First, the effect of the rate base on railway credit—on the ability of 

- railways to finance their capital requirements on terms of the lowest 
vield to investors. Second, its economy and feasibility of measurement 
nd administration. ‘T'hird, its repercussion on the efficiency of railway 
peration and construction. Fourth, its influence on the charges for 

ilway service and its consequent effect on the volume of traffic. Each 
of these four aspects of the problem will be considered in turn. 

1. Relative Merits of Prudent Investment and Reproduction Cost as 

Means of Attracting Capital.—Barring the question of fairness to 
nvestors, which is expressly excluded for the present, the one point that 
; most frequently urged in favor of prudent investment is that its use 
vill make possible the attraction of capital at the minimum rates of 
nterest. But this is also the one point that is most frequently urged 
n favor of reproduction cost. The case for the former standard of 

juation rests on the greater stability and predictability of income 
hat is supposed to result from the application of actual cost. Most 
nvestors, it is argued, greatly prefer security of income to opportunity 
for speculative gains coupled with risk of corresponding loss. This 
fact is abundantly proven by the overbearing preference of investors 
for bonds and other fixed-interest-bearing securities rather than for 
common stocks. It is further attested to by the generally recognized 
fact that gilt-edge securities can be sold at a premium that exceeds the 
mere actuarial value of the relative freedom from risk of such issues. 
Reasoning from this premise, the supporters of actual cost contend that 
investors will prefer to invest in a railway which is permitted under all 
circumstances to earn a stated return on its contributed capital rather 
than to invest in a similar enterprise which may yield far greater re- 
turns if price levels go up but far smaller returns if price levels go 
down. 

This argument for actual cost derives further support from the fact 
that the uncertainties of the reproduction-cost base are not confined 
merely to the risk of changing price levels. ‘They are enhanced by the 
very indefiniteness of the term “reproduction cost” and by the wide 
differences of opinion that may prevail between appraisers as to what 
that cost really is. Today, the cost may be estimated at one figure. 
But who knows what the estimate may be when new appraisals are made 
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As a defense of the alternative rate base (reproduction cost), however, 


breaks down dismally. There are two reasons for the breakdown. 
n the first place there is the fact, repeatedly emphasized by defenders 
f prudent investment, that no stabilization of security incomes on the 
isis of purchasing power (rather than on the basis of pecuniary yield) 
possible as long as railway capitalization is composed so largely of 
nds and preferred stocks with income claims fixed in terms of dollars 


Just as long as this capitalization remains outstanding, the use of a 


te base—like reproduction cost, which shifts the valuation of the en 

property up and down with changing price levels—would result 
mply in causing the incomes on common stocks to fluctuate more 
ldly than ever, while leaving the incomes on senior securities fixed in 
rms of money, as always, or else subject to the uncertainties of a 


fault and a corporate reorganization. Certainly this contingency 


es not offer a tempting prospect to anyone whose interest lies in 
ibilizing the real incomes earned on railway securities. 
Supporters of the principle of reproduction cost have not been able 
to ignore this counter attack based on the financial structure of railway 
d utility corporations. They have replied, however, that the same 
plit-up of income claims into bonds, preferred stocks, and common 
ocks takes place in unregulated enterprises, with the result that the 
mon stockholders in these enterprises must bear the brunt of all 
anges in price levels, and they have asked why the investors in rail 

y and utility securities should be subject to any different rule. It 
vould seem hardly necessary to point out that such a retort simply begs 

e question. This question is whether the use of actual cost or of 
reproduction cost will result in a closer approximation to the ideal, ac- 
epted by both sides, of a stabilized return as a means of attracting 
capital at lowest possible yield. The mere fact that no such stability 
prevails with respect to the securities issued by competitive industries is 
olly irrelevant. 

But there is a second weakness in the position of those who defend 
reproduction cost on the ground of its effectiveness in stabilizing real 
incomes. I refer to the discrepancy—in many cases the wide discrep 
incy—between changes in the index of the cost of living and changes in 
i rate base measured by cost of reproducing the railway property. If 


the return on railway investments is to be stabilized in such a way as to 
compensate for changes in the purchasing power of the investor’s in 
come, then the use of reproduction cost as a device to secure this sta- 
bility can be effective only on the assumption that changes in the costs 
of railway and utility construction correspond fairly closely to changes 
in the costs of living. Have we good reason to believe that this close 


correspondence exists? On the contrary, our experience points to 
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its unmodified form and reproduction cost, then the former basis 
s likely to result in a less serious fluctuation of real incomes than 
is the latter basis. But one should not rest content to make this choice 
of evils without seeking a way out of the dilemma. A possible way lies 
open. It is to accept the standard of prudent investment but to use as 
the measure of that investment, not the historical money cost but the 
historical real cost. In other words, the rate base might be made to 
vary, not with changes in the cost of railway construction but rather 
with changes in an index of the cost of living. This revised measure 
of prudent investment, however, should be used only to the extent that 
the capitalization of the railways is also modified in such a way that the 
incomes payable to the various security holders can be adjusted for the 
changing price level. There are two possible ways of securing this re- 
sult. The one is to call in all bond and preferred stock issues, and to 
issue instead nothing but common stock, on the precedent of our com 
mercial banks. The other and more plausible way is to continue to 
sanction the issuance of various classes of preferential securities, but 
to make the interest on these issues payable in terms of purchasing 
power rather than in terms of a fixed number of dollars per annum. 

I shall not venture an opinion in this paper as to the feasibility of 
any so radical a readjustment in the capital structures of our railways. 
Many will doubt whether such a wholesale reorganization would be 
feasible except perhaps as a gradual development over a period of 
years. Others will hold that even if this change in capitalization wer 
possible, it would not be desirable, because investors are so habituated 
to bonds payable in a fixed number of dollars that they would be re- 
luctant to buy securities payable in purchasing power. Doubts of this 
nature may or may not be justified. I am simply indicating here that 
if we are serious in our insistence that rate control must be so developed 
as to stabilize real incomes, then we must resort to a very different 
means of accomplishing our subject from the wholly ineffective means 
suggested by the supporters of the doctrine of reproduction cost. It 
is not at all likely, however, that defenders of reproduction cost will 
accept any such compromise as is here suggested. For they have other 
reasons, soon to be discussed, for desiring an unconditional acceptance 
of their particular type of rate control. By means of a reproduction 
cost base they hope to secure for the investors a rough approximation 
to a stabilized real income at the same time that they secure for the 
shipper the advantages of what they call a “competitive price.” This 
attempt to hit two birds with one stone is a laudable and sportsman- 
like attempt in principle. But unfortunately it is doomed to failure in 
this case, for the two birds happen to be sitting on such widely distant 
branches that they cannot both be touched even with a blunderbus. 
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production cost, “that it would ever be possible to get the railways to 
agree to seek an advance in rates sufficient to give a so-called fair re- 
turn on a reproduction cost valuation. Their managers would know 
that if they did so they would encounter the united opposition of regu 
lating commissions and shippers, and would arouse public sentiment 
more hostile than ever existed before. Railway officers fully realize that 
rates should be made not only in accordance with what the traffic will 
bear, but also in accordance with what public sentiment will stand 

It is not to be denied that the failure of public opinion and of traffic 
demands to support a return on reproduction cost does not justify the 
defenders of prudent investment in assuming that a return on their 


rate base will always be allowed. There are reasons for thinking, how 


ever, that greater assurance can be given to investors as to the main- 
tenance of a return on actual cost than can be given as to a return 
on reproduction cost. For the use of the actual-cost principle makes 
t feasible for the government to allow railways to earn during times 
of prosperity a return in excess of a fair rate of income, the excess to 
be reinvested in the property as a surplus which will help to insure the 
maintenance of established earning power and dividend distributions, 
but without being added to the rate base on which future returns must 
be calculated. The great protection that these large reserves would 
give security holders will, I think, be readily admitted. But as long as 
cost of reproduction, or any so-called “present value” principle is 
adopted, it becomes very difficult if not impossible to distinguish between 
capital that is entitled and surplus that is not entitled to a return. ° 
And this being the case, the public will naturally and properly be reluc- 
tant to allow the excess earnings necessary to establish these reserves. 

For the reasons just outlined, I conclude that, judged by the test 
of effectiveness in attracting capital, the decided weight of the argu- 
ment lies on the side of prudent investment rather than on the side of 
reproduction cost. 

2. Administrative Convenience as a Test of the Two Bases of Rate 
Control.—The second test of a desirable basis of rate control is th 
economy and convenience of administration. Important as this consid 
eration is, I shall pass it by with scant notice in this brief review, for 


t is a subject far less controversial than are many of the other prob- 
lems. Indeed, most advocates of reproduction cost are themselves quite 
ready to concede that the difficulties of estimating and keeping their 


Railway Age, LX XXIII (December 10, 1927), 1147. 

*Consistently with its announced standard of “present value” as the rate base, 
the Supreme Court has held that no distinction should be made between property 
built up out of excess earnings and property constructed from capital contributions 
or from funds however else acquired. Bd. of Pub. Utility Commissioners v. N. Y. 
Tel. Co., 271 U. S. 23 (1926); Galveston Elec. Co. v. Galveston, 258 U. S. 388 
(1922). 
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be tolerated for political reasons, then the use of reproduction cost 
rather than original cost as the rate base is the lesser of two evils— 
possibly because at the present time cost of reproduction makes such 
. high ceiling that few railways will bump their heads against it in 


practice. But their primary objection is to any direct control of 
general rate levels whatsoever rather than to any one particular type 
of control. 

I regret that the limits of time prevent me from attempting in this 
paper to discuss the position taken by these opponents of any kind of 
rate base. Their position is a plausible one, and it deserves respectful 
consideration in any thorough-going discussion of the problem of rail- 
way rate control. I may say in passing that its weakness seems to me 
to lie first in an unwarranted assumption that the general level of rail- 
way rates throughout the country will automatically come to a proper 
equilibrium and therefore that the only problem for the regulator is to 
force the rates of the isolated and peculiarly recalcitrant railway into 
line, and second in the failure to recognize that different companies op 
erate under such highly different conditions of cost and of density 
of traffic that a rate of charge which is more than sufficient for one 
company would be utterly inadequate for another company. But I 
pass this point because the issue that is immediately pressing upon 
the Interstate Commerce Commission and upon the courts of this coun- 
try is the issue between one type of rate base and another, rather than 
the issue between the use or disuse of any rate base at all. 

When the problem is thus narrowed, the question of efficiency is not 
difficult to dispose of. For whether the rate base be cost of reproduc- 
tion or historical cost, there is an equally definite limitation of profits 
over and above what is regarded as a fair return, and there is there 
fore precisely the same difficulty with respect to the impairment of 
efficiency. To be sure, it is possible, though difficult, to devise ways 
and means of giving special returns, over and above normal interest 
rates, to companies that have made a high record of efficiency. Or, 
again, it is possible to encourage efficiency by the very plan that is in 
operation under our present Transportation Act—that is to say, by 
the plan of placing railways in a group, of allowing the railways in 
each group to earn a specified combined return on their total invested 
capital, and then of recapturing only a fraction of the earnings of any 
individual company that succeeds in earning more than a normal rate 
of income. But all these experimental and perhaps doubtful devices for 
stimulating railway efficiency are just as applicable to the one type of 
rate base as they are to the other type—and just as necessary. 

To the statement just made, that the choice of the one rate base or 
the other is a matter of indifference so far as concerns the effect on op- 
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the ebb and flow of prices corresponds with the ebb and flow of the 
business cycle—then we might welcome any policy of rate control that 
encourages the construction of utilities during the low-price periods. 
But where the change in prices is due, not to the cyclical trend but to 
the secular trend, where it is due, for example, to a changing ratio be 
tween the volume of money and the volume of business, then I see no 
reason why a low-price point on this trend-line is any more to be pre 
ferred for railway construction than a high-price point. Would it have 
been wise, for example, to have placed a check on railway building 
during the earlier part of the period from 1865 to 1897, when prices 
were falling, and to have stimulated construction during the first part of 
the period from 1897 to 1920, when prices were rising? And if we may 
assume that prices during the next twenty years will be on the down 
grade, is that any reason for adopting a policy of rate control which 
will cause entrepreneurs at the present time to hold back their projects 
for railway development? I very much doubt whether the very men 
who defend cost of reproduction on this basis would be willing to con- 
te mplate any such results. 

1. Reproduction Cost as a Device for Maintaining Rates at Com- 
petitive Price Levels—I1 come now to the final test of an effective rate 
base to be discussed in this paper. It concerns the argument 
idvanced by many W riters that reproduction cost is to be pre- 
ferred to actual investment because it is the only rate base which will 
cause the prices of monopoly services to approximate the prices that 
would be reached by the automatic forces of competition. Few of these 
writers, to be sure, have taken the pains to point out just why they 
regard the competitive price system as such a paragon of virtue as to 
justify emulation on the part of monopolistic enterprise. They have 
generally been content to assume their standard as an axiom instead of 
proving its desirability by economic analysis. Exception, however, 
must be made in the case of at least two writers, whose vigorous pleas 
for the use of reproduction cost constitute the ablest and most telling 
briefs for that theory of rate control that have yet come to my atten- 
tion. I refer to Professor Harry Gunnison Brown, whose trenchant 
attacks on the use of actual cost® are familiar to all members of this 
\ssociation, and to Mr. F. G. Dorety, Vice-President and General Coun- 
sel of the Great Northern Railway, whose able briefs’? on behalf of th 
carriers, made before the Interstate Commerce Commission and before 

* Brown, Transportation Rates and Their Regulation, N.Y., 1916; Brown, “Rail- 
road Valuation and Rate Regulation,” Jour. of Polit. Econ., XXXIII (October, 
1925), 505-530; Bauer and Brown, “Rate Base for Railroad Speculation,” ibid, 
NXXIV (August, 1926), 479-513. 

” The substance of the arguments in these various briefs is stated by Dr. Dorety 


in his article, “The Function of Reproduction Cost in Public Utility Valuation and 
Rate Making,” Harvard Law Review, XXXVII (December, 1923), 173-200. 
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The above arguments of Brown and Dorety in defense of reproduc- 
tion cost constitute what seems to me to be the most plausible case that 
can possibly be made for the point of view which they represent. And 

is only fair to say that few supporters of the doctrine of historical 

st have given to this criticism the attention which is its due. Never- 
theless, I am still of the opinion that the criticism does not suffice either 
to condemn the rate base which it attacks or to justify the rate base 
which it supports. My reasons for holding this view are two fold. 

In the first place, one must bear in mind that the arguments adduced 
by Brown and Dorety are valid, if at all, only on the assumption that 
cost of reproduction is taken to mean cost of reproducing, not a similar 
plant, but rather a similar service. The distinction between these two 
standards has frequently been recognized in principle, but the extent 
ind vital import of the distinction has been quite generally overlooked. 
A rate fixed on the basis of cost of reproducing the service is a rate 
fixed with no direct reference to the earnings necessary in order to pay 
operating expenses plus a fair return on any existing property. It is a 
rate deemed sufficient to pay the operating expenses and capital costs 
of a hypothetical new property, a property of the most modern con- 
struction, and located on the best available line of traffic. How very 
markedly such a rate would probably diverge from a rate fixed on the 
more conventional basis of cost of reproducing a substantially identical 


property, will be admitted by every student of the problem. Yet it is 
the former rate and not the latter to which the arguments of the writers 
under discussion apply. For example, the difficulty of the two compet 
ing railways whose obligation to charge identical rates was cited in 
proof of the impracticability of the prudent investment base, can no 
more be solved by means of a rate base measured by cost of reproducing 
the identical properties than it can by means of a base measured by 
historical cost. Is it not clear, for example, that a level of trunk-line 
charges sufficiently high to cover the operating expenses plus a normal 
return on the replacement cost of the New York Central would by no 
means yield the same return on the replacement costs of the Pennsyl- 
vania, the Baltimore and Ohio, and the Erie? Obviously, it is only 
by resort to a hypothetical, non-existent standard railway that the 
problem can be solved in the way in which the supporters of reproduc 
tion cost would solve it. 

All this, I take it, would be conceded by the very writers with whom 
I now take issue. What they do not concede, and yet what I think must 
sooner or later be conceded by everybody, is that the use of cost of 
reproducing the service as a basis of rate control is utterly out of the 
question on practical grounds. Even disregarding the question whether 
or not it would be feasible on financial grounds, even overlooking, that 
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it all familiar with the principle of overhead costs will concede at once 
that rates thus fixed by reference to differential costs will differ widely 
from rates so fixed as to yield a return on the reproduction cost of the 
entire railway property. 

Because this fallacy underlying Brown’s defense of reproduction 
costs seems to me to be fatal to his whole case, I venture to give another 
lustration of the point that I have in mind. The actual investment 
n the property of the Chicago, Milwaukee and St. Paul Railroad is 
tated on the books of the company at approximately 700 million dol- 

rs. Its cost of reproduction at present prices would be, let us say, 
10 per cent higher or roughly 1 billion dollars. Yet this railway, ‘e- 
cause of the sparseness of the country which it serves, and because of 
the competition of other carriers, earned during 1926 a return of less 
than 814 per cent on its book-value. Suppose, now, that we attempt 
to fix the rates to be charged by the St. Paul Railway, wholly without 
regard for the financial needs of the company, but simply with refer- 
ence to the question of encouraging just as much traffic as is economi- 

lly worth encouraging. What rate level shall we fix? A level suffi 
ciently high to secure a normal return on actual cost? Or sufficiently 
zh to provide the same return on reproduction cost? Obviously neither. 
The rates which we must fix should be high enough only to cover the 
bare operating expenses without leaving any surplus whatever for a 
return on capital. For since the capital has been irretrievably invested 
in the property, and since the capacity of the line is far in excess of any 
possible traffic demands, and will almost certainly remain that way for 
years to come, it follows that any traffic which can pay variable costs 
will be economically worth carrying. 

In citing this illustration I by no means mean to imply that I believe 
t feasible to base railway rates by reference simply to variable rather 
than to total costs of transportation. The case is cited here simply 
in order to show where one is carried if one accepts the logic of the 
theory of competitive prices on which the defense of reproduction cost 
is based. Even Professor Brown, who is the leader in this type of de- 
fense, recognizes in a measure the dilemma in which he is placed. For 
while conceding that prices based simply on variable costs would come 
closest to meeting his ideal as a regulator of socially desirable traffic, 
he recognizes that the application of such a principle would be quite 
impossible on grounds of financial expediency. In so doing, however, he 
seems to me to abandon his whole case for reproduction cost. For there 
is little or no reason to assume, a priori, that railway rates based on the 
cost of reproducing the entire property would come closer to securing 
the advantages of a rate structure based on differential costs than would 
railway rates based on the principle of prudent investment. Indeed, 
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rate control. But the problem of ex post facto regulation can no longer 
be dodged. In the remainder of this paper, I shall therefore completely 
shift the point of approach. I shall assume that the principle of pru- 
dent investment has been accepted as the desirable policy for the future 
and that the only question at issue is whether it can fairly be applied 
retrospectively to existing railway property, or whether it should be 
subject to some modification designed to protect the vested interests 
of security holders who have purchased their securities under the old 
régime. ‘To put the question more concretely, should we use as the 
initial rate base the Interstate Commerce Commission valuations, which 
represent a modified and liberalized estimate of historical cost, or 
should we begin with some other basis, such as reproduction cost at 
post-war prices, to which additions and subtractions may be made only 
for new money contributed and for old property withdrawn? 

The general principle by which this question of ex post facto fairness 
should be tested is as clear as its application to the practical problem 
s difficult. A fair rate base—fair, that is, to railway security holders 

is a rate base that does not unduly destroy property values which 
reflect the reasonable expectations of investors. It is a rate base that 
voids too serious a break, at the expense of property owners, in the 

mtinuity of governmental policy. Thus, for example, if year after 
year the custom had prevailed of allowing our railways to earn 10 per 
cent on the book values of their property, and if in consequence divi- 
dends had been established and securities had been widely bought and 
sold on the faith of this practice, it might well be deemed unfair for 
Congress or for the Interstate Commerce Commission suddenly to de- 
stroy that long-established expectation by setting up de novo a lower 
rate base or a lower rate of return. And the unfairness would be just 
as great regardless of whether the new lower rate base happened to cor- 
respond to actual cost, or to replacement cost, or to any other test that 
might recently have been found to be desirable. 

Unfortunately, however, the problem that presents itself at the pres- 
ent time is by no means as clear-cut as is the one that was assumed in 
the illustration just given. For instead of a change from one definite 
standard of rate control to another equally definite but different stand- 
ard, what we now face is the prospect of adopting for the first time in 
our history any definite standard at all. And, since governmental 
policy in the past has been so indefinite, it necessarily follows that the 
reasonable expectations of investors must also be indefinite. We can- 
not say, for example, that railway investors have been put on notice 
that they may earn a return based on actual prudent investment, for no 
such doctrine of rate control has ever yet been adopted or enforced; 
but neither can we say that investors have been given the right to 
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to that which was earned during the latest pre-war year, 1918, with 
extra allowances for capital contributed since that date, and with 
further allowances for previous capital expenditures that enhance the 
lue of the railway but that had not at the beginning of 1918 become 
lly remunerative. And one may fairly raise the question whether 
ir own government might not well have followed a similar principle in 
the Transportation Act, just as it has already done, in fact, with re 
spect to the compensation guaranteed to the carriers for the period of 
governmental operation during the war. 
Sut however one might be disposed to answer such a question, I as 
sume that at this late date it is no longer a practical issue. I take it 
t the country has become so deeply committed to a scheme of rate 
control based on physical valuations that it could hardly be induced to 
retrace its steps and to consign its new and expensive toy to the scrap 
ip. There is room, moreover, for serious doubt whether the Supreme 
Court, with its traditions in favor of engineering valuations, would up- 
ld the constitutionality of a rule that made the established earnings 
the direct test of future earning power to the exclusion of any consid 
eration of the capital investment. But even if it be assumed that 
present earning power cannot be taken directly as the measure of the 
nitial fair return for the future, it by no means follows that this factor 
need be left completely out of account. For if the Supreme Court faces 
Uternatives of accepting the valuations fixed by the Interstate Com- 
rce Commission and based in part on pre-war prices, or of rejecting 
these valuations in favor of a higher rate base in which current re- 
production costs receive dominant consideration, then I think the choice 
should depend very largely on the question whether the lower or the 
higher valuations are necessary in order to support the earning power 
which the railways have already succeeded in establishing. 
What, then, is the answer to this question of fact? It is impossible 
as yet to make a final answer, because the Interstate Commerce Com- 
ission has not yet brought its valuations down to date and has, there- 
fore, not indicated at what figure it proposes to value the total railway 
property existing at the present time. But a rough estimate may be 
made by taking the tentative figure of $18,900,000,000 for Class I rail- 
ways, which the Commission used in the 1920 rate case, called Ex 
Parte'* 74 and by adding to that figure the subsequent net increases in 
book values minus the increases in depreciation reserves. Following this 
method, which was suggested to me by Dr. Lorenz, Director of the 
Bureau of Statistics of the Interstate Commerce Commission, one gets 
the figure of $21,240,000,000 as the valuation of Class I railway prop- 
erties for December $1, 1925, and $21,.750.000.000 for December 31, 


Railways Act, 1921, 11 & 12 Geo. 5, ch. 55, secs. 58 & 59. 
4 Increased rates, 1920, 58 I. C. C., 220. 
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protection, not alone of railway investors, but also of railway users, 
against unduly sudden and unexpected changes in the rate structure. 
Shippers and consumers of transported commodities have just as much 
right to rely on the government and on the courts for protection 
gainst sudden and undue disturbances of the rates which they pay as 
ve the railways to insist on protection against undue disturbances of 
the profits which they receive. And much as one may be disposed to 
err on the side of liberality with respect to the latter claims, one must 
ever forget that this liberality can be secured only at the expense of 
other interests, such as the interests of farmer shippers, who as a class 
ive been buffeted far more brutally by the winds of economic changes 
than have the owners of railway stocks and bonds. Just how serious 
. burden would be placed upon shippers and consumers by the adoption 
of the higher rate base demanded by the carriers is a question that no 
one can answer with confidence. The percentage by which the rate level 
would have to be raised, in order to yield a 534 per cent return on the 
igher valuation, depends largely on the extent of the adverse effect of 
the higher rates on the amount of traffic. Many authorities, includ- 
ng the Interstate Commerce Commission and also including spokesmen 
for the carriers themselves, have doubted whether any rates could be 
fixed that would yield the full return on present reproduction costs of 
the railway properties. The traffic, it is believed, would simply not bear 
the increase. Others are more optimistic as to the capacity of the coun- 
try to bear the higher rates. But even these optimists would admit that a 
material increase in rate levels would be required, an increase estimated 
by counsel for the carriers at 6 to 8 per cent and by counsel for the 
Interstate Commerce Commission at 18 per cent, even disregarding the 
likelihood of a fall-off in the amount of traffic. It is, therefore, reason- 
ably clear that so far as vested interests are concerned, so far as claims 
of investors, shippers, and consumers to a continuity of governmental 
policy are to be considered, it is the lower rather than the higher valua- 
tion which more nearly fulfills the requirements of fairness and which 
promises to result in the least jolt to our present economic system. 
There are many, no doubt, who will take issue with this conclusion 
on the ground that I have approached the problem from the wrong 
point of view. According to these critics, higher valuations than those 
made by the Interstate Commerce Commission are needed, not primarily 
because of consideration of fairness to investors but rather because of 
the expediency of allowing higher returns in order to encourage the 
rapid development of the railroads. Rates should therefore be raised, 
and railway earnings increased, in the very interest of the shippers 
and consumers, to whom efficient railway service is more important than 
the maintenance of the present rate levels. 
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reason why it is a misfit is that the competitive price system disregards 
so ruthlessly the financial needs of the individual producer. To the 
low-cost producer it yields profits far beyond the current rate of in- 
terest on invested capital; to the high-cost producer it brings deficits 
that spell bankruptcy and ruin. As long as competition is full and free 
this process, harsh though it be to the unfortunate producer, may serve 
very well the interests of the consumer. For what matters it to him 
that any one producer is crippled so long as he can turn to a more 
fortunate rival for his necessary services and commodities? Not so 
under monopoly. Not so with a railway that is alone in serving a com- 
munity. For let that railway come to grief, let its credit be injured 
ind its stock-issuing power destroyed, and its customers will be helpless 
to escape the deficient service by resort to a successful rival. Why, 
ask the defenders of reproduction cost, should railway security holders 
be given any greater insurance against the fluctuations of price levels 
than is given to the holders of securities in an unregulated enterprise? 
The answer is that when the investors in small competitive enterprises 
fall, they may fall alone, but when the holders of railway securities fall, 
they force the whole community to become unwilling mourners of their 
downfall. 

What system of rate control can most wisely be substituted for the 
competitive price system is a question that no one can answer now with 
confidence. ‘The prudent investment basis is suggested here, not be- 
cause it is assumed to be the ultimate basis but simply because it seems 
to be a more promising experiment than any other plan which has yet 
been presented. Very possibly a new and better system will be de- 
veloped in the future. But when it comes, its merit will lie, not in a 
more faithful imitation of the process of small scale competition but 
rather in a more skillful adaptation to the requirements of large-scale 
monopoly. The imitative process will then be recognized as belonging 
to the infancy of regulation, to the period such as railroads went 
through when steam roads were operated on the principle of turnpikes, 
when passenger cars were made to look like stagecoaches, and more 
recently when the interiors of steel Pullmans were decorated so as to 
imitate the grain of South American mahogany. 
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VALUATIO [ILITIES—DISCUSSION 

I. L. SHarFMAN ery discussion of railroad valu 
ation, that the nat \ sht to be ascertained shall be 
clearly understood . ; primarily determined for use 
in the processes of 1 I viously something different from 
the market value v rally contemplate. Market value, 
in the case of a cing good like a railroad, rests 
dominantly upon « n turn is largely dependent upon 
the level of the ra sonableness of these rates, then, 
clearly cannot be t property values which are them- 
selves the resultant whose propriety is in issue. The 
vicious circle involve re is now commonly recognized, 
and few contend for I Nonetheless, the market value 
fallacy constant); n discussions, particularly in con 
nection with demar nition of intangibles, and President 
Hadley has rendered n emphasizing once more that 
those engaged in the aluation of railroad: are not seek 
ing value in the tra rmined by market forces. The 
end in view is the a ite base—the finding of a figure 
upon which th 4 return may equitably be computed, 
as a guide for the 1 els and the limitation of profits. 
The undoubted conf led valuation proceedings arose 
originally because of f the term ‘‘fair value” in these 
circumstances; and t n ntinued through the statutory 
adoption of the san In recent years, therefore, the term 
“fair value” has bee 1 by the phrase “for rate-making 
purposes’ or displa rate “rate base.” 

Jecause the figure t lt of authoritative determination 
rather than of spon n the market, President Hadley 
insists that “‘assessn ition” is properly descriptive of 
the process Cher ( | with regard to the suggested 
terminology. It does r, that impropriety in the use of 
words must lead to bstance underlying these words. 
The Interstate Com: may be making ‘‘assessments”’ and 
not “‘valuations’’ in tl but that does not necessarily mean 
that its activity in | rong in principle and dangerous in 
practice. If valua f merely recording market values, 
do not constitute a } n there is no need of making such 
valuations; and if “} ugh in essence but constituting 
“assessments, do pr base, then they should not be viti- 
ated by the sole fact named. While President Hadley’s 
paper purports to con ssion of the meaning of valuation, 
its conclusions, by wa nstitute by far its most significant 
pronouncements. He sical valuation, on the basis either 
of historical cost or is in its very nature undesirable 
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ind thereby imposes restrictions upon property rights. The thrust of the 
attack, then, is upon the policy of regulating rate levels at all, rather than 
ipon alternative methods of determining the rate base for exercising such 
regulation. Any limitation of profits is deemed to retard railroad develop 
ment, to constitute a taking of property without due process of law, to 
subvert the genius of our institutions. ‘The argument recalls the contentions 
of more than half a century ago when the state’s right to regulate the 
railroads first came to issue in the granger cases. In the interim both the 
validity and the wisdom of the general policy of regulating railroad rates 

absolutely as well as relatively—have been amply established. It is doubt- 
ful whether even the carriers would welcome a relinquishment of government 


yntrol in this direction. Legislative enactments and administrative orders 


ive at times been unduly restrictive. The dark picture of the railroad 
industry painted by President Hadley reflects more accurately the condi 
tions of a decade and a half ago than those of today. But controversy has 


long narrowed itself to the de sirability of particular methods of control. 
Che necessity for profit limitation in the railroad field was recognized from 


ie beginning and has been cumulatively confirmed by subsequent experi 
ence. And the need for physical valuations, which provide the only objec- 
tive standard for testing the reasonableness of the rate level, sprang from 
practical administrative and judicial contacts with this regulative process. 
Once the policy of rate regulation is accepted, the fact that determinations 
as to the rate base are authoritative “‘assessments’” rather than market 
valuations” is entirely immaterial. It is but necessary that they be equi 


table ‘‘assessments’’; indeed, if tl 


ey were to be turned into “valuations” 
establishing estimates of the market value of railroad properties on the 
basis of value of service and the earning capacity resulting therefrom—they 
would defeat the very purpose for which they are made. 

A rate base being necessary, what are the equities of the situation as 
between contending principles for its determination? With the chief issue 
of the O'Fallon Case as a starting point, Professor Bonbright has con 
sidered the relative merits of prudent investment and reproduction costs 
as the two alternative standards of valuation around which controversy 
primarily centers. Without glossing over the difficulties which inhere in 
accepting either standard as the controlling determinant of the rate base, 
particularly in the absence of any explicit enunciation of legislative policy, 
he has found the principle of actual cost to possess distinctly superior merit 
on both theoretical and practical groinds. In my judgment his conten 
tions have been presented with admirable restraint and his conclusions are 
sound and convincing. Valuations based on actual cost assure the certainty 
and stability that are essential to economical and effective administration 
of rate control, and by eliminating speculative fluctuations that spring from 
changes in the general price level they provide a sounder structure than 
those based on reproduction cost for the attraction of capital to the industry 
on most favorable terms. ‘The reasonable claims of both the carriers and 
the public are amply safeguarded, and opportunity still remains for stimu- 
lating efficiency, for recognizing changes in the purchasing power of the 
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posed upon the Commission the duty of making specific uses of its results 

rhe O'Fallon Case has brought to issue the legal validity of some of the 

outstanding principles and practices it has employed. The general wisdom 

and expediency of the Commission's work in this sphere is in the balance, 

therefore, particularly in its bearing upon the maintenance of a sound policy 

of rate regulation. Professor Bonbright, following the procedure elaborate] 

emphasized by Dr. John Bauer, has distinguished between the principles 
that should govern the establishment of an equitable rate base for th 

future and those applicable to the valuation of existing properties. There 
can be no question that a standard of ex post facto regulation denying the 
reasonable expectations of existing investors might with reason be deemed 
to be unsound in policy as well as invalid in law. The important end, 
perhaps, is to set up a proper basis for the future—equitable in substance 
and effective in administration—whatever disposition may be made of pend 

ing valuation proceedings. It must be kept in mind, however, that the 
Commission is authorized to make no such clear-cut separation between 
the past and the future. Its task is to value existing railroad properties 
and to keep the valuations up-to-date. There has been no legislative enunci 

ation of policy either for the valuation of existing properties or for the 
measurement of subsequent additions. Accordingly, in exercising its powers, 
the Commission has made no basic distinction of principle between the 
past and the future. But while it has sought to approximate actual in 

vestment (including reinvestment of surplus earnings), it has adhered to 
no single standard. Because of lack of reliable accounting records, for 
example, its primary valuations of physical structures are based upon cost 
of reproduction at 1914 unit prices. In the judgment of the Commission 
he results are probably somewhat in excess of actual investment. Railroad 
lands, furthermore, are included at the market value of adjacent lands. 
Capital commitments under the rising price level since 1914 are accorded 
recognition as made. With a full knowledge of the railroad industry at 
its command, after a consideration of all relevant facts, and without arbi 

trary elimination of any element of value recognized by law, the Commis 
sion is announcing its informed judgment as to the single-sum values of 
the various railroad properties for purposes of rate-making. ‘The most 
convincing justification of its results is stated in practical terms. While 
investors have not been expressly restricted by law to a return on actual 
investment, neither have they been assured a return on current reproduc 
tion costs. The important fact is that their profits have been definitely 
subject to limitation from the beginning, and that the adoption of actual 
cost as the measure of the rate base does not restrict revenues below their 
customary returns or their reasonable expectations. Indeed, on this basis, 
as tentatively used by the Commission since 1920, general satisfaction as to 
the rate level on part of the roads has ensued, and the credit of the carriers 
has markedly improved. On the basis of current reproduction costs, on 
the other hand, fluctuations in the rate base amounting to billions of 
dollars would follow from year to year, and such extensive rate increases 
would be necessary to support the new rate base as would probably exceed 
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attacked, not only because of the 1914 unit prices used, but on numerous 
other grounds. The protests embrace dozens of counts. The treatment of de 
preciation, appreciation, and going concern value are among the more im 
portant controversial issues. If each of these matters and the relative 
weights to be accorded to them are to be viewed as distinct questions of 
law for judicial determination, then the conception of ‘fair value” as a 
matter of practical judgment will be largely relinquished, and the doctrine 
of confiscation will serve as a means of transferring ultimate control of 
rates from the Commission to the courts. 


Harry Gunnison Brown.—Professor Bonbright has presented his case 
so effectively that I fear you will have small patience with my attempt to 
refute it. Yet I believe him to be wrong. 

In taking returns in competitive industry as a standard to which re 
turns in regulated monopolistic industries should be made to conform, I 
am distinctly not setting up the price system as a paragon of excellence, 
as a perfect instrument for the attainment of all social ends. It is, however, 
a working device for attaining some of these ends, such as the application 
of labor to producing those goods which the public desires and is willing 
to pay for. It is presumably preferable to the compulsory proportioning 
of labor into different lines. But, whether it is or not, the attempt to depart 
from it as a standard, in regulating public service industries, while main- 
taining its control over industry in general, is bound to result in economic 
waste and loss. 

In competitive business, current cost of plant construction is far more 
significant as a determinant of price of product, than is historical cost or 
“prudent investment.” However much it may have cost me, say in 1920, 
to construct a plant for the manufacture of a competitive product, the 
fact that competitors can construct such a plant now at a lower cost compels 
me to accept a lower price. And, vice versa, if cost of plant construction 
has risen, this fact, by influencing new competition, influences my price as 
well. To apply this standard in the regulation of public service industry 
rates is to apply an objective standard, taken from the operation of the 
open market. Not to apply it is to cause economic waste, and in some 
circumstances very large waste. 

To make the point clear, let us first suppose present cost of plant con 
struction to be higher than past cost. What consequence, then, from fixing 
rates to yield a fair return on past cost? Such rates, in the case of (say) 
a railroad, would tend to increase traffic. But they would not justify new 
construction. If congestion resulted, then holding down the rates by law 
would mean preference of some freight as against other by some purely 
arbitary arrangement, so that traffic well able to pay high rates, because 
important to the community, would be refused for the sake of less im- 
portant traffic. 

If the community grows and the amount of really important traffic in- 
creases, shall we permit a new railroad—or a new track on one of several 
railroads—to be constructed in order that this increased traffic may be 
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diverting capital from other lines, unless the needs of the community are 
such that a reasonable return can be paid on current cost. How test, in the 
long run, the desirability of such construction, other than by charging rates 
high enough to yield a return thereon and so judging whether there would 
be enough business at those rates to justify the construction? If it be 
argued that a plant once built should be used even if rates must be as low 
as operating costs, it can be argued with no less cogency that the plant 
should not be built—or have been built—unless the rates it can charge are 
likely to make the building worth while. As a long-run public policy, 
therefore, it seems to me that a return ought to be allowed, if it can be 
secured. This does not mean that special business (e.g., night messages or 
certain classes of traffic) may not properly be taken at rates little more than 
enough to cover bare additional cost. It does mean that undesirable turn 
ing of industry from one locality to another, or other economic wastes, are 
likely to be caused by a policy which does not allow—if the customers can 
be made to pay it—a fair return on current cost of construction. 

I think perhaps the argument for current cost can be made clearer by 
reference to the case where present cost is lower than historical cost of 
construction. In this case, to insist on rates based on historical cost is 
to make higher rates than are necessary to pay returns on contemporary 
cost. It is to discourage traffic—or use of electric power, ete.—which is 
worth while and able to pay full contemporary cost. In the case of trans- 
portation, such rates act like protective tariffs in preventing a worth-while 
geographical division of labor. 

Again, a policy of basing rates on historical cost, when contemporary cost 
is lower, penalizes the older communities which have already been provided 
with public utility plants. The new community which can construct plants 
at low cost can have low rates but the old community must pay higher 
rates, just because it has plants already constructed, than if it could start 
over. So industry must tend to go to the newer places even if they are 
in other respects less well adapted to production purposes. ‘The tendency, 
would be to wither and dry up the longer-established towns and cities. 

Even if the facilities of the public utilities in these older towns or 
sections were but partially utilized so that the marginal cost of service 
was merely the operating cost, rates would be kept up to yield returns on 
the high construction cost of a previous period. For, though reducing 
the rate would perhaps increase the business, no reduction would be made 
voluntarily unless it was expected to increase the business more than in 
proportion. Thus, to halve the rates of a railroad, even though it might 
double traffic and even though such traffic would then be paying a full 
return on contemporary cost, would not be thought worth while because, with 
the same total income (one-half rate times doubled traffic) and greater 
expense for moving the larger traffic, returns would be reduced. 

So, whether current plant construction cost be higher or lower than his- 
torical cost, to follow the latter rather than the former as a basis of valu 
ation for rate-making, is likely to result in significant economic waste. 

Now a few words as to unearned increment. The socially produced rental 


onal 
line 
her 
ns 
the 
idi 
on 
ere, 
aste 
ults 
two 
lif 
law 
ms 
nal 
or 
til 
the 
his 
AC k 
"et 
not 
in 
ble 
be 
ion 
or 
re 
he 
ild 
sts 
me 
a 
of 
ib- 
ke 
d, 
he 
ch 
or 
of 
of 
SO 


courage ne one Ss 
Bonbright seems 


high enough to o 


prote ct, more Pr ies 


ing communit 


high land val 


are rising raise ra 


unfairness to the p 


highe r rates W! 


transportation or 


if the general pul 
can well bear—at 
prices in general 
must be paid in 
public will be mak 


[Then how about 
companies ire CONS 


a iong per 


manutact 
financed | bone 


burdened by mortg 


or credit is likely t 
degree. Thus, in 


Situation even wo! 


otherwise be. And 


utility companies ag 


these companies ar 


substitute pre ferre 
he rem<¢ dy nee de 


against rate redu: 


{ssociation 


nly taken by society. An income 
society without decreasing that 
seek to attain that goal. But 
than by rate regulation. To 
rks in the direction of diverting 
» people that they may not have 
e taken by taxation in any event, 
luction. To tell them that they 
other purposes but may not have 
yr other public utilities is to en 
ourage the other set. Professor 
plans a return which would be 
nce at an increment of value and 
But this would compel a declin 
to pay rates based on its former 
ford to do so. 
It seems to me unreasonable to 
lo. that we cannot, when prices 
proportion because of supposed 
ause the traffic will not bear the 
ive doubled, a doubled rate for 
no increased burden at all. And 
» avoid such an increase—which it 
es not to fall in proportion when 
sts, greatly fall and when rates 
which it is harder to get, the 
in indeed. 
argument? ‘True, public utility 
ynds and preferred stock. True, 
portionately falling rates, would 
might bring bankruptcies. But 
lildings, ete., are also largely 
1ers and farm owners are heavily 
er from falling prices. If public 
xd, the relative decrease of money 
ther prices fall in an even greater 


134 


tility stockholder, we make the 


‘s and other debtors than it would 
neral public of bankrupting public 
People do manage to ride on bank- 
ations are not utterly unknown! 
preferred stock is to protect public 
all others are getting lower prices, 
prices show signs of dropping, to 


even more of their common stock! 


zation, not protection of the utilities 


es are falling and when the lower 


214 
vaiu A - ra 
it Sh 
atten I 
ind 
ay 
| 
UI 
Ana ( 
a 
t 
f 
a 
es} ] t 
ul ra i ’ 
( 
| 
If t 1 } 


Valuation of Public Utilities—Discussion 215 


rate would yield a good rate of return on what it would then cost to con- 
struct the necessary plant. 

Now the problem of obsolescence. In a competitive industry, a new and 
heaper mechanism for rendering the service does not greatly alfect price 
of product until widely adopted. In a public service industry, cost of du 
plication, as judged, perhaps, from cost records corrected by an index of 
construction cost changes, can be taken as prima facie evidence of present 
cost of construction of the plant capable of rendering the desired service. 
But when and if it becomes generally recognized among engineers that a new 
ype of plant which is cheaper, will serve the same purpose, the old being 
obsolete, then to insist that the public go on paying on the old basis—as to 
so insist when prices have greatly fallen—is to impose on the public a rule 
of the ‘‘dead hand.” 

I do not share the views of those economists who praise the recapture 
section of the Transportation Act of 1920. ‘Time is lacking for a full dis 
cussion. I will allude to one aspect of the problem. Suppose we take the 
case of a direct and a roundabout railroad between two important cities. The 
direct road can, at any rate by the construction of additional trackage, take 
all the traffic. The roundabout road follows a winding route to serve in 
termediate points on that route. Possibly these intermediate points do not 
furnish traffic enough to justify it and it is not prosperous. Under the 
act of 1920—and this policy was foreshadowed by certain prior decisions 
of, the Interstate Commerce Commission—we go on the supposition that 
rates must be kept up on the direct line so as to yield a return on the 
roundabout or “weak” line and so as to yield a surplus return on the direct 
or “strong” line, from which half of all over 6 per cent is to be paid into 
a special fund administered by the Commission. So to keep up rates on the 
direct line in order that the roundabout line should be profitable or in order 
that it may serve, at lower rates than it otherwise would, its intermediat: 
points, is to subsidize it or them at the expense of the two terminal cities on 
the direct line, and the subsidy is paid, not by the general public but by 
the traffic of these terminal cities. These two cities should have rates as low 
as will yield a fair and reasonable return on the direct line between them. 
Higher rates act like a protective tariff in preventing trade between them 
which is entirely able to pay its cost and trade which is, therefore, entirely) 
worth while. Part of the trade is thus prevented by an arrangement like 
a tariff. Part of the rest contributes a bounty for the intermediate towns 
on the roundabout line. Cities which should, for the best economic results, 


vond 


grow and develop are retarded. Others are favored and developed be 
what their location and other advantages warrant. 

What are professional economists thinking of! We pretend to object to 
protective tariffs as uneconomical interferences with trade. Shall we simul 
taneously favor a system of valuing railroads according to historical cost 
and basing rates on such values when such valuation is likely, often, to 
produce exactly the same economic consequences? We pretend to object 
to such proposals as that in the McNary-Haugen bill on the ground that 
they are uneconomical interferences with the normal development of industry 
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INTEREST RATES AS FACTORS IN THE BUSINESS CYCLE 
By W. F. 
De Pauw University 

1. Statement of the problem. In most discussions of interest in 
relation to cycles, the problem has been viewed from the two stand- 
points of bank reserves and of the price level. The bank reserves 
have been cited as measuring the supply of available funds and the 
price level has been viewed as affecting and causing a demand for funds, 
which in turn affects bank reserves. 

This method of attack is sound and useful, and I would not mini 
mize the understanding we may obtain of interest by taking those 
viewpoints. In an analysis of interest rates as factors in the business 
cycle, I propose to emphasize a phase of interest hitherto not suf 
ficiently emphasized ; namely, the risk element in loans as a cost of sup 
plying funds. I hope to point out certain material interrelations be 
tween risk, cost, prices, and interest rates, showing especially that 
interest fluctuations in the cycle are important as causative factors in 
the cycle. 

2. Cyclical trend of interest rates. While there are many interest 
rates, a useful purpose can be served by finding an average interest 
rate. Probably as good a method as any for finding an average rate 
is to divide the interest income of banks by the earning assets of banks. 
This would give the rate of earnings on money loaned by banks, in- 
cluding investments. 

Interest income received by national banks has been reported by the 
comptroller since 1918. Data on gross income of banks, over 90 per 
cent of which is interest income, are available since 1888. The trends 
of the ratio of total gross income and interest income, being nearly 
identical, show very similar trends since 1918. So the ratio of total 
gross income of national banks to total earning assets,’ I believe shows 
rather accurately the trend of average rate of earnings of banks since 
1888. Unfortunately, for the analysis of cycles, the data are never 
given oftener than twice, and in recent years, are given only once a 
year. The interest or earnings reported in June relate to the fiscal 
year. What does the rate of earnings on earning assets show, first, 
with respect to the correlation with business trends, and secondly, with 
respect to the importance or amount of cyclical fluctuation in such rate 
of earnings? 

As is well known, interest rates lag and follow the trend of trade by 
ibout six months. So does the ratio of earnings to earning assets fol- 
low the trend of trade. The data, being given only by years, may 


‘Including overdrafts and customers’ liability on account of acceptances. 
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3. Importance of interest as a cost.’ Whether or not interest as a 
cost has material consequences in the cycle depends upon two factors. 
First, is interest cost large in comparison with other expenditures and 
thus a major consideration in the determination of business policies? 
Secondly, are there important cyclical fluctuations in the rate of in- 
terest in the major fields of finance or economic endeavor, especially in 
those fields that have to bear the heavier interest costs? If the cost 
of interest were a negligible factor, its price or rate would be negligible 
and, therefore, the fluctuation in the rate of interest also would be 
an unimportant factor. 

In measuring the importance of interest as a cost, several kinds of 
data are available as standards of measurement. I shall now pro- 
ceed to state the necessary data and analyze them. 

If we compare interest cost with the taxes paid we note, according 
to Maurice Leven’s* analysis, that taking the United States as a whole, 
the interest which agriculturalists paid to banks and merchants (who 
were also borrowing from banks) averaged for the three years 1919 
1921 about three times all the taxes the farmers paid. In some states 
as in Minnesota and Missouri, their interest was six and seven times the 
taxes paid. In Vermont in 1919 the interest cost was thirteen times 
the cost of taxes. This interest paid to banks and merchants does not 
include the interest on mortgages held by individuals; so the total 
interest cost of the agriculturalists is even larger in proportion to 
taxes than I have indicated. 

In a state, such as Iowa, where in 1919 the interest cost was five 
times the cost of taxes, a rise of 20 per cent in the rate of interest 
would be equivalent to doubling the taxes paid by the agriculturalists. 
Doubling the taxes in Iowa, I am sure all will agree, would not be an 
inconsequential matter. Yet the rise of interest rates from 5 per cent 
to 6 per cent would, in effect, place as large a burden on the agricul- 
turalists as would doubling the taxes. 

Interest cost paid by farmers may be measured in terms of the total 
expense which they incur. In this same period, interest was about 5 
to 6 per cent of the total expense or cost of farming, which cost in- 
cludes seed, feed, implements, stock, salaries, wages, etc. 

Any increase in interest cost, other things equal, due to an increase 
in interest rates may well affect the purchasing power of the farming 
classes, just as an increase in taxes in any given year might cut 
down the expenditures for other things. A cutting down of the net 
income through higher interest cost, thus affecting the farmer’s pur- 


*I have been assisted in the statistical work of this investigation by Professor 
Dean Long, and by one of my students, Mr. Poynter McEvoy. 
‘Income in the Various States, p. 192ff. 
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( ng vel inged demand for certain types 

[he import t paid by industrial corporations 
may be noted f notes payable outstanding. A study 
of 192 ir from every tenth page of Moody’s 
Mar ] ws that 171 had notes payable, 
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data for 1924 tendency for the smaller concerns 
to secure their t smallest class receiving 14.2 per 
cent from ban ncludes only concerns of about one- 
half million nd since this study shows that the 
smaller concer? ly from the banks than do the large 
ones, probably ll enterprises not included in Moody 
would show ¢ rs from banks. 

In 1919, tl] nufacturing concerns amounted to 
13.7 per cent the interest paid by construction 
companies wa t profits.© In mining and quarry- 
ing, it was 45 neral average for all manufacturing 
concerns shows terest cost was .9 per cent of sales, 
and in many t iring it was much greater than this. 
The interest rns in 1919 was 1 per cent of sales.’ 

If we measur t in terms of the compensation of off- 
cers of corporat t for mining and quarrying concerns, 
of salaries it w for manufacturing concerns it was 57 
per cent of sal r construction, and 42 per cent for 
trading concert 

Interest cost nd inconsequential if one compares it 
with the total total operating expense. Its real im 
portance is | I mpares it with profit. The capital 
of business ent 1 by both owners and creditors. In 

ir modern o1 line of demarkation between ownership 

1 creditors} n, but economically it is not sharply 
drawr Virt editors are partners in the business, 

‘Lincoln, F. } Finance. p. 519 
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the owners being compensated as capitalists by the payment of divi- 
dends and surplus profits, while the creditors receive interest. The 
net income is thus divided between two claimants in equity. That 
which the creditor receives is a definite amount, and receives priority. 
Any fluctuation in the net income has a greater effect on the net profit 
than on the interest. Any fluctuation in the share of interest due to 
fluctuation in interest rates also will affect the amount going to the 
owner in the form of profit.’ 

The Harvard Bureau of Economic Research figures on interest and 
profits of wholesalers and retailers covering a number of years show 
cyclical change in the ratio of interest to profits. While included in 
interest is the interest on the owner’s capital, the change in the ratio 
of interest (thus defined) to profits shows that in 1921 in wholesale 
and retail establishments, there was a deficit amounting in the case 
of retailers to 6.7 per cent of sales, and in the case of wholesale grocers 
to 1.9 per cent of sales. In 1920, the ratio was very high, showing 
that the profit was slight. When a deficit occurs, as in 1921, and in- 
terest rates are high, evidently the owner is not even receiving market 
rate of interest on his own capital, to say nothing of profit, the rate 
of interest being one of the main factors in the problem. Thus, when 
interest cost is compared with profits, it seems a significant factor.* 

If then we measure the importance of interest in terms of taxes, in 
terms of profits, in terms of salaries paid by corporations, or in terms 
of the degree of the fluctuation in interest rates, we note that it is 
not an unimportant item. It is large enough in amount to be a major 
factor in the determination of business policies, and the range of its 
fluctuation is sufficient to make the determination of business policies 
difficult, and it makes the payment of the higher rates much more 
burdensome than the payment of lower rates. 

4. The risk factor in interest rates.° In any analysis of the busi- 
ness cycle from the standpoint of interest, it is necessary to note that 
there are innumerable interest rates, and not just one interest rate. 
While it may be useful for some purposes to attempt to isolate the pure 
interest rate, such as the rate on bank acceptances or the rate on Gov- 
ernment securities, this rate is applicable only to a small proportion of 

*David Friday found that in 1913 the interest paid by mining manufacturing, 
railway, and public utility corporations amounted to 233 per cent of the taxes paid, 
48 per cent of dividends paid, 38 per cent of profits earned, and 14 per cent of wages 
paid. In the period 1916-1919 interest was 89 per cent of dividends and 21 per cent 
f profits. See Profits, Wages, and Prices, p. 124. 

*American Economic Review, XVI, 219. 

*For a recent article on the theory of interest by H. J. Davenport, see Ameri- 
can Economic Review, XVII, 636-656. For a statistical study which purports 


to minimize the element of risk as a factor in interest rates see the Federal Reserve 
Bulletin, XIII, 803-817. 
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loanable funds. i nds are loaned at rates above the 
rate OI p 

The use of fur purposes, and each purpose 
has its own rate ined for one purpose are gov- 
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terest inco! ol ng assets’® of the banks. This 
method shows tha 118-1926 the average rate in Massa 
chusetts in the co 36 per cent, in Iowa 6.51 per cent, 
und in Texas 7.67 bly, the factors that are causative 
of these geograp terest rates are operative with re- 
spect to the busin t. oe ographic differences in interest 
rates seem to be « ences in the risk involved. Prob- 
ably cyclic ul flu t are also due to risk. 
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the rates of loss and rates of interest in any given region may be com 
pared over a series of years. 

The average rate of loss and the average rate of interest correlated 
is two series, by states, show a high degree of correlation between 
he two series. For example, the rate of loss and the rate of interest 
for each of twelve states, selected from various parts of the United 
States, comprise the two series. 


CoMPARISON OF AVERAGE Rate or Loss on Loans witu AVERAGE Rate or INTEREST ON 
EARNING Assets oF Country Banks, 1918-1926, In CERTAIN STATES! 


Losses Interest Difference 

Massachusetts 503 5.36 4.857 
Pennsvivania 313 5.44 >. 127 
Ohio 406 >. 70 5.294 
lowa 1.046 6.50 5.454 
Minnesota 703 6.40 5.697 
Kansas 1.032 6.98 5.948 
Colorado 1.740 7.47 5.730 
Montana 1.935 7.3 5.385 
Virginia 403 5.56 5.157 
Alabama 861 6.73 5.869 
Texas 1.819 7.67 5.851 
Kentucky 389 5.58 5.191 

Average 929 6.39 5.461 

Correlation + .918 


If one subtracts the average rate of loss from the average rate of 
nterest state by state, the differences, which thus have the risk of loss 
eliminated, comprise a series of similar amount in the various states 
lhe differences are thus an approximation to the pure interest rates in 
the various states. With the risk of loss subtracted, the remaining 
rate is nearly the same in all the states. 

If the loss series by states be correlated with the rate of interest, 
the Pearsonian co-efficient of correlation is +.92 which is very high 
correlation. Both of these tests seem to show that risk of loss con 
stitutes the main difference in interest rates or the main variable factor 
in interest rates as between the different regions. 

If a given region is studied, such as New York City or Kansas, and 
the fluctuation in the interest rates over a period of years is observed, 
is it not likewise possible and probable that the fluctuations are caused 
by the element of risk? Let us examine the two series from 1918 to 
1926 in New York City. A study of the two series, the rate of 
loss and the rate of interest, will show cyclical tendencies in both. 
Data are available only by years, so the cycle trends cannot be clearly 
shown in detail, but the cyclical trends of the two are very apparent. 

Comptroller’s Annual Reports. 
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Kentucky, Iowa, anpD Texas Country Banxe 


Interest Rate of | Lose Eliminated 


Texas Kentucky | “Towa Texas 
7.23 4.82 5.8 5.86 | 6 6.24 
7.35 4.84 6.69 
7.40 5.18 5.63 5.24 
8.54 5.39 5 53 5.382 
2 00 5.50 5 5.08 
62 5.10 5.0 5.24 
7.4 5.34 | 5.68 
5.21 4.76 5.67 
67 5.19 5 46. x 5.85 
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CycLIcAL CORRELATION OF Rats OF EARNINGS AND Rate or Loss Certain REGIONS, AND 
THE DiFFERENCES BETWEEN THE Two Rates 


| Average Rate of Loss i Differences 
Average Interest Rates | (lagged one year) || (loss eliminated 


Years All New | Kansas|| Years; All New Kansas| All New |Kansas 
Na- | York | Coun- | Na- | York | Coun- Na- York | Coun- 
tional | City try tional | City | try || tional | City try 

| Banks | | Banks Banks | | Banks Banks Banks 
Pond cr | oy | or or 
i918 | 5.53| 4.70| 6.65 || 1919| .s37| .140| .400 | 5.198 | 4.560 |{6.250 

1919 5.44 4.50 6.78 1920 . 237 186 400 \ 5.203 | 4.314 | 6.380 

1920 5.60 5.13 6.98 1921 .600 641 .735 || 5.000 | 4.489 | 6.245 

1921 6.40 | 6.25 | 7.37 || 1922 | 1.190 | 1.730 | 1.055 5.210 | 4.520 | 6.215 

1922 6.13 | 5.39 | 7.36 ||} 1923 | 1.024 | 1.415 | 1.770 5.106 | 3.975 | 5.590 

1923 | 5.36 | 4.77| 7.05 || 1924] .663 | .667 | 1.623 || 4.497 | 4.103 | 5.427 

1924 5.61 4.00 7.02 1925 763 665 | 1.595 || 4.847 | 3.335 | 5.425 

1925 5.29 4.22 6.90 | 1926 695 695 | 1.400 || 4.595 | $.525 | 5.500 

Aver | | | 

age 5.67 4.87 7.01 | 714 767 | 1.122 i 4.856 | 4.103 | 5.888 

—— |_| —__ | ——_| 

Correlation: 

+.773 +.753 +.650 || 


is a close correlation between the two, as has just been shown. The 
causal relation between the two raises the question of the function of 
interest rates. 

Funds for any purpose have their price or rate, depending upon the 
purpose or use of the funds. ‘That is, the price of the use of funds 
should be such as would sufficiently conserve the funds. Just as the 
price of a commodity should be sufficient to conserve the supply, so 
should the rate of interest be high enough to conserve the supply of 
funds. But funds are lost in specific cases and not all cases, and the 
banker knows fairly well the specific cases in which the probability of 
loss is greatest. Knowing the, specific cases of risk, the banker at- 
tempts to conserve funds by maxing the various types of loans bear 
their own cost, not merely by having one rate which can be raised 
to conserve the general loanable fund, but by fitting the interest rate 
to the risk. 

If the reserve ratio and the supply of available funds were the only 
indices or standards pointing to a need for conservation of funds, then 
one general rate would suffice, and this rate could be applied indis- 
criminately to all borrowers. Of course, such a general rate would be 
raised or lowered as the reserve ratio or the general supply of funds 
changed. But the function of interest rates is more complex than 
that. Interest rates are variable, and are adjusted so as to be most 
effective in conserving loanable funds. Each type of loan, based on 
the degree of risk, must bear its own cost or provide, through variable 
interest rates, the means of keeping the supply intact. If the risk 
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These differences are explained on the ground of greater risk and cost 
rather than on the grounds of unequal reserves or unequal changes 
in the general price level. 

The rate of interest that will be charged a given firm is based on 
pe rsonal, or individual, or type of industry considerations. It is possi 
ble for a firm to improve its credit rating and obtain a decreasing 
rate of interest in a rising market. A given firm may lose credit stand- 
ing and have its rate of interest raised although other firms are receiv- 
ing decreasing rates of interest. When a firm is investigated by a 
bank and granted a loan, the bank certifies to the credit standing of 
the firm, and places funds at its disposal. Certifying the credit stand- 
ing really is an estimate of the probability of repayment according to 
agreement, although such estimate of probability does not involve in- 
tricate mathematical calculations. The firms that show the least pos 
sibility or probability of repaying as agreed will be charged the high- 
est rate of interest, if granted a loan at all, and the excess of the 
rate above the lower rates is to repay the bank for the probable cost 
of placing irrecoverable funds at the disposal of the borrower. 

The lowering of the reserve ratio in a given district will not be 
of itself an impelling motive to a bank to restrict its lending. A bank 
will restrict its lending if the risks appear too large. As long as the 
customers of a bank show sound management and a strong credit posi- 
tion, they can procure funds at the banks. A rate of interest charged 
by the local bank because of the risk involved is to conserve funds. 
But it is intended to cut down borrowing by specific classes of bor- 
rowers (that is, those with the greatest risk) rather than to cut down 
total borrowing. 

As long as a bank has loanable funds and is without the necessity 
of borrowing from another bank, the rates on the safest loans will be 
rather low. When the funds are depleted because of large lending and 
the local bank is compelled to borrow, the rates for safe loans will be 
increased, because the cost of supplying funds is greater when the 
bank borrows than when it secures its funds from the depositors in the 
form of the proceeds of customers loans. So even the fluctuation in 
basie rates can be correlated with cost of supplying funds. And when 
the basic rates rise, the constellation of other and higher rates rises also. 
The degree of variation of the higher rates above the lower and safer 
rates will be determined by the risks involved. Variation in the higher 


rates is due then, first, to variation in the base rate, due to cost of 
supplying funds, and second, to the excess cost due to the risk of 
supplying funds. 

The funds in the reserve banks are more generalized than in the local 
bank, and practically all risk is removed. The discount rate at the 
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It is pretty well established that the prices of goods nearest the 
beginning of the productive processes fall more rapidly and relatively 
farther than prices of goods nearer the point of consumption. Liquid- 
ition, if such liquidation is general in the specific trade, will thus cause 
price divergence or convergence to take a different trend, and a bor- 
rower’s credit position may be improved by liquidation; th*t is, the 
prices will finally come to the point where his net income can be more 
secure. Probably the rate of interest is a material factor in the deci- 
sion to liquidate, and this decision involves changes in price trends, 
for financial costs continue after demand at the old prices fall off and 
for a time after liquidation begins. 

After the peak of the cycle has been passed, the borrower in order 
not to demoralize the market, may continue to borrow if he is still hold- 
ing rather than liquidating. Such borrowing is regarded as speculative 
and risky and rates on such loans will remain high for some time after 
the peak of the trade cycle. 

It is sometimes stated that interest rates will be affected mainly by 
the status of bank reserves, but interest rates rise at times when bank 
reserves are very plentiful, as in 1928 and 1925. Interest rates have 
as a major function the conservation of funds and include in them- 
selves the cost of supplying the funds. They will be raised as the 
hazards increase. 

During a period of rising prosperity, near the peak, while prices are 
converging and diverging, there is a greater range of prices or greater 
divergence of prices than at other stages of the cycle. At this time, 
value ratios and profits are affected more than at other stages of the 
cycle. As is known, prices of raw materials and of production goods 
are rising faster than the prices of goods nearer the point of consump- 
tion, thus causing a decline in net incomes in various lines of business. 
With this change in the degree of divergence and convergence of prices 
at the peak of the cycle, accompanied by decreasing profits, come 
changes in interest rates. At such a time, it is very natural that inter- 
est rates should rise until after the credit position of firms has become 
stronger through liquidation and lowering costs. 

To the extent that specific prices fall in the period of liquidation, the 
more difficult it is to finance the business through selling at the old 
prices; that is, since the goods are sold at falling prices, the gross in- 
come will be smaller, and net income will be even smaller in proportion 
than gross income. 

As has been noted, the rate of loss is greater following the years of 
high interest rates than at other times. The number of business failures 
is greater in years of high interest rates than at other times. The num- 
ber which fail also reflects the greater hazard of interest rates. No 
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fuse recognition to the element of hazard and loss-probability found in the 
field of banking. Yet there is grave danger of this being unduly stressed 
ind overrated. There is, of course, a risk element in loans, but it is coming 
to oceupy a receding position in the explanation of differences in interest 
rates as between types of loans, between geographical locations, and between 
saturities. 

Recent figures made available by the Federal Rerserve Board throw con 
siderable light on the extent to which risk is involved in the determination 
of the interest rates charged by the reporting banks in thirty-four of the 
largest cities in the United States. From monthly reports submitted by the 
eading banks in these cities for the seven years ending in 1925, it appears 
that rate differentials frequently exist under circumstances where the risk 
element is by no means an adequate explanation of the differences. For 
example, loans secured by Liberty Bonds were regularly made for higher 
rates in Chicago than in New York. With the identically same type of 
security, both high grade and uniform in character, it is extremely improb 
ible that the dissimilar interest rates are to be explained in terms of the risk 
variations involved. Moreover, during this period of seven years these re 
ports disclose the interesting fact that the highest rates charged by the 
banks to their customers were consistently on time loans secured by stocks 
and bonds. Here again the risk element does not suffice to account for such 
practice. In all probability these time loans collateraled by stocks and 
bonds represent less risk on the whole than commercial loans on unsecured 
promissory notes. Current market quotations provide the banker with a 
ready index of fluctuating values in the collateral and put him in a position 
to insist on greater margins to countervail shrinking security value. In this 
connection it might be argued that the difference is to be explained in the 
provisions of the Federal Reserve Act which permit the rediscounting of 
customers’ commercial paper held by the Federal Reserve Banks but deny 
this privilege of rediscounting to loans secured by stocks and bonds. 

Another significant example of rate differentials is found in the loans of 
one bank to another.’ Rates charged for such accommodation are only 
slightly lower than those on customers’ commercial paper; yet interbank 
loans are admittedly one of the safest loans a commercial bank can make. 
Che risk element here, also, falls short of providing a satisfactory explana 
tion of rate spreads. 

Monthly figures for the year 1923 of these reporting banks previously re 
ferred to disclose the average high and low rates charged on customers’ 
commercial paper and similarly the average high and low rates on loans 
secured by Liberty Bonds. Curiously enough the spread between high and 
low is almost the same for the two very different types of loan. In the 
case of commercial paper these high and low rates might be explained in 
terms of poor and good risks, but will variations in risk account for the 
spread between high and low rates on loans secured by Liberty Bonds? 
Often the high for both types of loans are the same in a given report from 
a single city, and frequently the low rates on the two types are identical. 
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creased risk on permanent customers’ paper which the shrewd banker hesi- 
tates to saddle with a rate advance. However, to focus attention on such 
a group is to ignore the great mass of regular customers who also pay in 
terest rates and who are also subject to the vicissitudes of the business 
cycle. 

“One does not lightly toss aside a Pearsonian coefficient of correlation of 
918 such as Dr. Mitchell establishes between average interest rates and 
average rates of loss. Nevertheless, this tendency of rate of loss to correlate 
closely with the interest rate (as Dr. Mitchell defines it) might conceivably 
be explained by the probability that second-grade or ‘‘risk’’-loans absorb the 
cost of losses for the most part in their higher rate and thus maintain the cor- 
relation. Thus “‘risk’’-loan rates might adjust themselves to losses to keep 
the interest rate (the ratio of total interest received to total earning assets) 
fairly constant. But such a composite interest rate as Dr. Mitchell's ratio of 
interest income divided by total earning assets, while convenient for pur- 
poses of calculation, is highly fictitious and unreal as a work-a-day interest 
rate. It is not an interest rate paid by any one class or several classes of 
borrowers, but the rate of earnings of banks due to their practice of charg 
ing interest. This is not necessarily identical with any one of the several 
interest rates charged. Interest rates conceivably may be causative factors 
in the business cycle, but this is probably true only of some interest rates 
or more properly, from our point of view, interest rates to some. These 
“risk” rates, however, are not of major or predominant importance in the 
broad field of interest payments. 
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ment of all of the war loans put together. But the United States is 
interested in a prosperous Europe, not merely as a market for the 
surplus output of our farms and factories although that has a bearing 
upon our own prosperity, and not merely as a stabilizing influence upon 
business throughout the world, although that likewise is important for 
our own business. The prosperity of Europe is of even greater concern 
to the United States because of the possible contagion of unrest and 
revolution which discontent in Europe might foster and because of the 
crucial importance to all of the western world of continued peace, and 
of orderly political and social progress. In so far as the burden of 
these war-born payments retards the return of the Old World to normal 
economic and political conditions, the money which we may receive will 
be debased with a pernicious alloy. But here again, we have to do with 
imponderables —factors impossible to weigh—and I shall not dwell upon 
them. 

No satisfactory verdict upon the war loan settlements can be found 
by merely attempting to determine where the balance of financial or 
governmental advantage lies. ‘The factors that are involved are not all 
of a sort that can be reduced to figures and tables and balanced by 
ordinary methods of bookkeeping. This in fact is what Congress dis- 
covered five years ago (in February, 1923) when they set aside all other 
considerations and instructed the World War Debt Funding Commis 
sion to arrange future settlements upon whatever terms the Commission 
believed to be “just.” The year before (in February, 1922), Congress 
seemed to have thought otherwise. In creating the Commission at that 
time, and delegating to it authority to negotiate settlements with the 
nations to which we had extended credits, they had hemmed around 
that authority with various restrictions. The Commission was to grant 
to no government a rate of interest below 414 per cent, to allow no 
funding to mature more than twenty-five years later (not later than 
1947), and to permit no reduction of any part of the sums in question. 

The Congress which established the Commission and which had so 
limited its freedom of action was very different in personnel from the 
Congress that had originally authorized the credits. It was separated 
by two elections and a political landslide from the war-time Congress. A 
large proportion of its members had had no part in the war loan legis 
lation, were but vaguely conversant with the circumstances surround- 
ing the origin of the loans, and were more optimistic than informed as 
to the possibilities of their repayment. Before a single settlement had 
been negotiated, the limitations which they had imposed upon the Com- 
mission were recognized to be impracticable, and the first and only 
settlement submitted by the Commission under the 1922 law—that with 
Great Britain—did not conform at all with the prescribed terms. 
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ernments upon such terms as they “may believe to be just.” In con- 
struing this mandate the Commission at an early date arrived at a 
method of procedure which greatly simplified their subsequent labor. 

hey boiled down and standardized what they “believed to be just” 
‘nto three general formulas which thereafter had only to be applied to 
particular cases, a task that could be largely delegated to one or two 
of their members or to some of their assistants. 

The three formulas and their explanation, so far as reasons for them 
are discernible, were the following: 

First. ‘To quote the words of the Chairman, Secretary Mellon, the 
Commission felt that “repayment of principal is essential in order that 
the debtor might feel that it had paid its debt in full (sic) and that 
we might know that we had our capital returned to us (sic). The Com- 
mission felt, therefore, that no funding should be made which did not re- 
pay the principal, and thus we have maintained the integrity of in- 
ternational obligations” (sic).* 

Second. They felt that the repayments of principal should in every 
case be distributed over sixty-two years, no matter what the character 
of the debt, and no matter what its size, whether it amounted to one 
million or several thousand millions of dollars. Just why the number 
“sixty-two” should have been chosen has never been clearly disclosed. 
It seems to have been due to the belief that this was the smallest num- 
ber of years in which the largest of our war partner’s accounts, reach- 
ing well into the billions, could be acquitted “in full,” which Mr. Mellon 
had said was “essential.” Why the identical period should have been 
uniformly applied to the settlement of each and every account was also 
never explained. The standardization of maturity dates to be sure 
solved automatically one of the problems involved with every country 
and reduced by so much the labor of making particular settlements, but 
obviously it resulted in absurd arrangements for some of the smaller 
accounts. To name only a single example, one of the ex-enemy gov- 
ernments which borrowed after the war a sum of less than two million 
dollars will be paying the United States until the year 1985 annual 
driblets that never reach as high as eighty thousand dollars. 

Third. They felt that the rates of interest to be paid during these 
sixty-two years should be determined by estimates of each country’s 
“capacity to pay.” “It is felt,” said the Report of the Commission for 
1925, “that the lack of capacity of a government... . can be readily 
met by appropriate adjustment or modification of the rates of interest 
to be paid during the period of repayment of principal. And in ex- 
amining the capacity of payment, the Commission looks not only at 
the immediate capacity, but estimates, so far as it is able to do so, 


*Combined Annual Reports of Debt Commission, p. 289. 
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the future develo} ns concerned.” Quoting again fron 
the same report ; made with each government must 
be measured by particular government to put asid 
and transfer to e payments called for under t] 

funding agreeme! nception was made even more clear 
in a statement 1 French negotiations: “We believe it is 
fully recognized I that the only (sic) basis of negotia 
tions fair to bot nciple of the capacity of France to 
pay.” 

Reduced to its , the Commission held that the sok 
rule for “just” s lemand from our principal war part 
ners as much as Die to pay of capital plus interest 
between now and Te ind, so far as the other countries 
were concerned, t r payments over a similar number of 
years without reg haracter of their borrowings or to 
their particular al promptly. The rule of “capacity 
to pay,” in other pplied to the major settlements but 
not to be bothers r with the others. 

Having formu criteria of the terms which they 
“believed to be | r as their statements, reports, and 
speeches disclose, nly criteria which they regarded a: 
worthy of attent n as a whole was not obliged to 
participate in the ns which for the most part were con 
ducted by Treasu Zo pplying these principles,” as th 
Report for 1925 mission through its experts, and 
through the for of the State and Commerce D: 
partments, has a d the economic and financial data 
available regardi on debtors. With this information 
before it, the Co n able to examine critically similar 
data presented by tatives of the several governments in 
their debt settle: nd to estimate. with as reasonabl 
accuracy as condi pacity of payment of the particu 
lar government.’” n to believe that even in certain of th 
most important s¢ l, and probably the majority, of th: 
members of the C nly had little to do with the actual 
negotiations, but 1 any discussion of the points at issue, 
or even seen the ré f Allied nation until the agreements 
were presented to s a completed whole for acceptance 
and signature. 

It is not to be t those charged with the actual negotia 
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tions faithfully executed to the best of their ability the dictates of the 
Commission. ‘They not only treated the principal war loan accounts 
.ccording to the rules and practices customary in settlements with 
nsolvent business firms, but, according to the Commission’s instructions, 
they went considerably further than that, and extracted from the bank 
rupt governments pledges of capacity payment for several generations. 
Secretary Mellon was probably well within the truth when he asserted, 
“We have, 1 believe, made for the United States the most favorable set- 
tlements that could be obtained short of force.’ But whether or not 
the Commission’s policy correctly interpreted the instruction of Con 
gress to arrange “just” terms, that is to say, whether or not in for- 
mulating the tests of such terms the Commission took proper account of 
il of the factors that justice demands, is another story. 


Unquestionably the difficulties in the way of determining “just” set 


lements were greatly simplified by resting on the sure ground of the 
letter of the law, and not venturing into the less clearly marked fields 
of equity. It was far easier to argue that loans are loans and that con 
tracts are contracts, and to demand “the due and forfeit of the bond”’ 
than to try and search justice in the borderlands of reason and con 
science outside of the written law. Yet no thoughtful person would 
claim that all loans are alike in the binding force of their obligations. 
If during a great conflagration a citizen loaned fire extinguishers to his 
neighbors to use in putting out a fire which threatened his home as well 
is theirs, few would assert that the debt so contracted entails the same 
moral obligation upon the neighbors as would be entailed had they pur- 
chased these extinguishers on credit in the normal course of trade. 
Loans to be sure are loans, but if the extinguishers that he lent were de- 
stroyed in saving the city, he would scarcely feel warranted in demand- 
ing from his neighbors, particularly if they had suffered far greater 
losses than his own, their repayment with all of the interest they might 
be able to pay for interminable years. And similarly, if a country were 
engaged in a war which it was itself helpless to prosecute, and it loaned 
to other countries engaged in the same conflict the guns, shells, uni- 
forms, chemicals, food, and other necessaries of war which they used in 
combatting the common enemy, and these things were consumed in the 
process, although loans are loans, some will question whether the lending 
country would be justified in demanding from its partners, especially if 
they had made vastly greater sacrifices in the conflict than its own, 
the payment of all that they might be able to pay for several genera- 
tions. 

During the Civil War many northern men drafted for the Union 
Army considered themselves for one reason or another unprepared to 


*Ibid., p. 802. 
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and offered s to go in their stead. Sometimes 
such money was of loans to meet the substitute’s 
expenses or to p1 y while he was at the front. When 
the war ended if ned impoverished and disabled, per- 
haps minus an a foot, although loans are loans, it 
would be rather g I presume, that the lender was some- 
what cold blood on “the most favorable settlement 
that could be obt 
Not unlike is t nment at war, which, unprepared for 
most of its time 11 men in the field, placed money at the 
disposal of other ¢ nable their sons to continue fighting 
and to feed and « milies while they fought. If, when 
the war ended, s« ments in consequence found them 
selves bankrupt, dows and orphans and mutilated 
victims to supp lred thousand homes, farms, and 
factories to rebu ; are loans, many, I am sure, would 
doubt whether by lending money had spared its 
own men, could ju ‘incipal of all of its loans be repaid 
with all of the 1 ; might muster during more than 
three score year 
Yet this is ex 1 between the United States and 
its war partners Debt Funding Commission believed to 
be just. No on he circumstances surrounding thi 
origin of our Al] ; read the laws which authorized 
them, o1 | Congress at the time, can believe 
that they were c1 purpose than to enable the United 
States to carry « battles, in which it was unable for 
more than a year y other substantial way. If these 
loans brought be 1 France and the other Allies that 
benefit was only not the purpose of the loans. Dur- 
ing the years bef var no one had ever thought of our 
government’s ext ny of these countries, no matter 
what their straits, would rightfully have resented any 
such suggestion. B 1917, Congress independently and in 
recognition of our 1 grievances had decided that we must 
fight if we were t shts and property and lives of our 
citizens, and the 1 ; territory. The President had pledg: | 
to the task “our fortunes, everything that we are and 
everything that Then suddenly we awakened to the fact 
that we had no a1 field, and that even with prodigious 
effort, we could 1 ne for more than a year. The loans 
that Congress im ided to make were not a contribution to 
the allied cause. | rrect to describe them as our con- 
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tribution to the common cause. They were strictly speaking our con- 
tribution to our own cause, and the most substantial contribution that 
we were able to make to that cause during all but four of the nineteen 
months that we were in the war. Their sole object was clearly stated 
in the opening words of the authorizing act. These credits were to be 
extended to the Allied governments “for the purpose of more effectually 
providing for the national security and defence [meaning our own 
security and defense] and prosecuting the war” (meaning of course 
our own war). 

No other thought was ever mentioned in any of the speeches when 
the bill was before the Senate and the House. Said Mr. Mann in the 
House, “We are not prepared to fight with our army . ... . The only 
way left is to help finance those nations who are fighting our enemy.” 
Said Mr. Madden, “We are not prepared to furnish the men today, 
and somebody else is prepared to furnish the men if we furnish the 
money.” Said Mr. Kitchin, Chairman of the Ways and Means Com- 

ittee, who introduced the measure in the House, “We will be fighting 
with our money our battles.” Said Senator Smoot, “I think that every 
dollar that will be expended under the provisions of this bill... . will be 
for the benefit of the United States, whether spent by us, or by the 
Allies.” Said Senator McCumber, “While we are recognizing that we 
are putting seven billion dollars into the battle, we must not fail to 
recognize that we are not as yet putting in a single one of our American 
soldiers, while blood is being poured out by our allies in unstinted 
measure.” Said Senator Simmons, who introduced the bill and ex- 
plained its purport in the Senate, “Let us do this in the spirit of men 

who are entering into it without thought of profits, without 
thought of financial loss . . . . without thought of the sacrifice, but 
ready and willing to make every sacrifice.” 

I shall not tax your patience with further quotations, but what was 
said by all of the leaders in the Senate and House without exception, 
by men of the East, West, North, and South, by Republicans and 
Democrats alike, coincided in regarding the use of our credit as a for- 
tunate means of escape from the embarrassment of having engaged in a 
war, which, because of our unpreparedness, we were otherwise unable 
to carry on. The credits, which it was understood would for the most 
part be expended for supplies in the United States, were not treated in 
the discussion as ordinary loans, much less as investments. With the 
conflagation raging at our doors, the Congressmen and Senators of 
1917 were little concerned with how or when or whether these supplies 
would be returned. Doubt was expressed as to whether the credits 
would ever be repaid, and indifference was dk clared both by Democratic 


and Republican leaders as to their repayment, and these doubts and 
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seriously challenged. Facing th 
charge of the bill seem to hav 


ut deliberation as the quickest and 
pplies among our several war partners 
ve They were not concerned with 


ld encourage and aid our associates 


was the one and only way in whic] 


looking these facts, to point to th 


d with so little deliberation during thy 


ress declared war. It is easy to point 


Allied ambassadors agreeing to pay on 


d at their disposal (terms, by th 
cted to be met). The task of Mr. 
vising formulas for settlements was 


confining their attention to the 


; by no means so simple a matter 
eyond the letter of the bond. Thx 


llusion has been made might hav 


his neighbors, and the war-tim 
the substitute whom he “hired” by 


light justify neither the one nor th 


in of material in a catastrophe to 
from mortal danger is essentially 
ness loan, no matter what the Debt 
»t only in its nature and purpose but 
iled as well. A loan to hire someon 
*s country when it was the lender’s 
<ewise not assimilable to the loans 

1 States to its war partners partook 
mples. They were made in a mo- 
the intention of protecting th 

m peril. They may have rendered 
ig governments but their primary 
1 States win the war in which it was 
line of battle against this coun 
ir authorization these loans could 
ind from the first loan to the last. 
ce, every dollar that was lent was 
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z th pent for purposes approved by our Treasury as contributing to that 
have end.° 

and Moreover these loans were used, if not to induce, at least to aid 
tners thers to risk their lives in our stead. During fourteen months be 
wit tween our declaration of war and the beginning of our participation 
lates France alone lost two hundred seventy thousand dead and nearly half 
rh million wounded fighting what then were our battles as well as her 

wn. How many were killed or mutilated during the same period in 
‘ the armies of England and Belgium and Italy, I cannot say, but not 
ciate probably their casualties in the aggregate were equal to those of 
- France, which would mean that our partners in the war gave half a 
iia million lives and saw a million of their men disabled in holding the enemy 
ae back while the war was our war and we were taking no part in its 
pe sacrifices and dangers. We furnished the uniforms which these men 
wore, the rifles that they carried, the shells that they fired, the food 
en nd tobacco which they consumed, and we sent them food and clothing 
for their wives and children. That is to say, we sold these things to 
their governments at double and treble their normal prices and lent 

ei . them the money with which to pay. 

Phe In arranging for the settlement of such loans, the Congress of the 
hax Unjted States, with a spirit of wisdom and fairness, instructed the Debt 
“tin Funding Commission to devise such terms as they believed “to be just,” 
” by and Congress, trusting that they had done so, rapidly and blindly ac- 
ru cepted the Commission’s recommendations with little scrutiny and with- 
he out the slightest change. Careful study of the Commission’s reports re- 
rally veals, however, no evidence that the Commission devoted any attention 
Debt to the equities that were involved. It shows only that they followed the 
e but easiest way, rested their case on the letter of the law, demanded “the due 
1e0n ind forfeit of the bond,” and reduced the tedium of their labors by 
der’s standardizing the supposed requirements of justice into a simple 
loans formula. So far as settlements with our leading partners in the war 

were concerned, this formula as we have seen demanded repayment of 

‘took the principal of their borrowings in full, together with as much inter- 
. mo- est as it was estimated that these countries might be capable of paying 
>» th during sixty-two years, in addition to interest for the eight or nine 
a d years already elapsed. 
— There may be those who believe that such settlements will stand, but 

ine I have too much confidence in the judgment and conscience of the 
si American people to be of their number. 
~ould *Cf. article by Assistant Secretary Rathbone in Foreign Affairs, April, 1925, pp. 
897-398, 
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So much has | subject, and frequently with so 
mut without being suspected of 
bias Ii rder t point of view it therefore seems 
desirable to det ( possible from the immediate en 
vironment of thi pproach it from an unprejudiced 
standpoint l'on pose to view it from the vantage 
rround ol e¢ 

Let us conside! ted to the year 1984, when tl 
sixty-second and f n made by the British govern 
ment to the U1 : s at last been written upon this 
long drawn-out LD Now that the business is con 
cluded we can dis¢ R ng the importance of this his 
toric event, I 1 l'reasury Department, and there I 
ask one of the a believes that the cessation of 
payments on act ts will seriously affect the federal 
budget or our l t. He looks at me in surpris« 
“Payments on a bts.” he exclaims! “Why, ther 
haven’t been any { Chat matter was adjusted before | 


Was 


Here was an « ! What had happened to thos 


carefully draw1 ts? When we examine the musty 
documents of tl nation, we discover that scarcely 
was the ink dry nts before protests began to b 
made and pleas e1 \mong the many documents whic! 
voiced this demand » as especially noteworthy. Thes 
were, first, a stat f the Faculty of Political Science 
of Columbia Univ r debt problem, and, second, an en 
dorsement of tha bers of the Faculty of Princeton 
University. Said tement: “In our judgment the war 
debts settlements principle..... We do not urge that the 
debts be complet What we do urge is complete re- 
consideration in t t knowledge. To this end we believe 
that an Internat uld be called to review the entire 
problem of debt p proposals for readjustment.” This 
was followed by « ment. The Princeton statement 
contented itself ; desire, expressed by the Faculty 
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of Political Science of Columbia University, for a reconsideration of the 
settlement of the Allied Debts.’” 

These statements elicited from the Secretary of the Treasury, at that 

Mr. Andrew W. Mellon, a sharp reproof. Adverting to the fact 
that France had not yet ratified the agreement submitted to her, he 
rged “that the inevitable effect of such a pronouncement would be to 
strengthen and encourage the opposition in foreign countries to such 
ratification. . .. . Reopening all of the settlements would, in my judg- 
ent, be a step backward and not forward and one calculated to pro- 
luce discord and confusion rather than contribute to the economic 
stability and orderly betterment of world prosperity. . ... The out- 
standing fact is that these debts have been settled. A fair trial 
now be had, not on theory, but in practice, and a reopening of the 
whole question at the present time would do more to interrupt the steady 
progress achieved since settlement than might be gained from any ul 
timate minor adjustments that can be effected.” 

The issue thus set forth did not seem, however, to have been fairly 
joined. The professors wished the funding agreements to be revised 
because the advances should not be regarded “as business transactions, 
but rather as joint contributions to a common cause,” because the 
pplication of the formula “capacity to pay” resulted in unfairness 
ind misunde oO atic and because the economic consequences of debt 
payment would be undesirable, not only for the debtor countries but 
also for the United States. The Secretary of the Treasury, on the 
other hand, emphasized the legality of the debts and insisted that the 
economic stability of the world would be promoted by a definite settl 
ment which would permit the debtor nations to frame exact budgets. 
In favor of revision the arguments were ethical, political, and economic, 
while those against revision were legal and accounting. 

As I look back upon this period, I confess that I am somewhat sur 
prised at the inability of contemporary writers to visualize somewhat 
more clearly the inevitable logic of events leading to revision.°® Mort 
than one occasion presented itself which compelled the reconsideration 
f this question. In the first place, there was the continued German 
protest after 1928, when their reparation payments under the Dawes 
Plan reached the maximum of two and one-half billion marks, resulting 
in another international conference and the final agreement upon a lump 
sum in composition of the indeterminate annual payments. It had, of 

* These statements are conveniently found in International Conciliation (Carnegie 
Endowment for International Peace, New York City), May, 1927. 

* Letter of Se retary Mellon to Dr. John Grier Hibben of Princeton University, 
March 15, 1927 


*It is true that some writers regarded the funding agreements as temporary. Cf. 
V. Birck, The Scourge of Europe (London, 1926), p. 253. 
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course, long b t the Dawes Plan had been a mer ry 
temporary ar! payments therein stipulated did not vi 
suffice to cove} nterest and sinking fund charges on 
the fifty billior B bonds provided for under the London 
igreement, and ns of C bonds wholly unprovided z 
for. In spite yments of two and one-half billion i. 
marks a year, y was sinking ever more deeply into 
debt. The ine\ eover, between the reparations pay- A 
ments and the e budget, which first presented i os 
self sh rply tow 1927* became each year a more serious . 
issue. ‘The im] tuation was at length recognized, : 
even by France, lebt was finally fixed at a reason 
able total Alt! of the United States claimed that % 
the foreign del ly unconnected with reparations, , 
the effect of this ind effect upon the attitude of th: f 
eople of the U1 rds the debt payments to us. It was , 
clear that the « btor countries had been adversely al c 
fected by the ces ration payments. | 
The overthrow Government in Italy, and the long-con t 
tinued financial llowed, resulted in the cessation of 
payments by tl T d States and cast doubt upon 
the validity of t ty to pay” when applied to the f 
ture. 
The extinctio lebt in the United States by 1942 ( 

would have rais f revision had not already taken 
place. Not only from foreign governments applied 
to the reduction bt, but enormous sums were collected 
from the Ameri ccordance with approved financial 
policy and estab used for the same purpose. Dur 
ing the five years bt was reduced about $4,250,000,000 
or an average of $8 1 year, which was far in excess of thi 
sinking fund req e fiscal year 1927 the debt pay 
ments amounted ), and for 1928 they were estimated 
at over $1,000,0( ult of a long and practically un 
interrupted period , the United States was even able to 
accelerate the pr extinction in subsequent years. Thi 

& bonds were retired and the option of the Government 

- was exercised on | »f callable bonds before they matured, so 

i that the debt was punged by 1942. By that time the 

; annual installment reign debts would have increased to 

; *See Memorandu Agent General for Reparations Payments, 

: to the German Gov t certain expenditures, The Literary 


Digest, Dec. 8, 1927 
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£365,000,000, and the same question would have presented itself again 
in aggravated form. Should the United States continue to collect thes 

ims after the Liberty bonds which originally represented them had 
been retired? Whatever the attitude of the people of the United States 

ay have been in 1927 toward the payment of these obligations by 
f re ign governments, it is clear that the payments could not have been 
collected uninterruptedly for sixty-two years. Time and again this 
issue was raised until a settlement was effected along the lines of th 
final German reparation agreement by th payment of a comparatively 
small lump sum. 

As a matter of fact I have wondered, as I have read these old docu 
ments, if the astute Secretary of the Treasury did not have his tongu: 
n his cheek as he penned those animadversions against the college pro 
fessors for suggesting a revision. The funding agreements, which ran 
for sixty-two years, called for small annual payments for the first 
decade and increased the amounts gradually. Since we now know that 
. drastic revision downward was made within a decade and that shortly 
thereafter the debt payments entirely ceased, we must conclude that the 
World War Foreign Debt Commission paved the way for the greatest 
possible debt remission, although at the time it saved its face among 
its contemporaries. 

But we find that another difficulty presented itself in the attempt to 
estimate the amount and burden of the debts. The total principal of 
the debts, including arrears of int rest, which were fixed under 

funding agreements, was $11,522,000,000, and the total amount of 
nterest which was to be paid during the life of these agreements was 
$10,621,000,000, or together a total of $22,143,000,000. This sum 
was so enormous and it was spread over so long a stretch of time that it 
was difficult for contemporaries to grasp it. In order to render it more 
comprehensible, the then Secretary of the Treasury, Mr. A. W. Mellon, 
it various times calculated the “present value.” But it is evident that 
such an estimate depended upon the rate of interest which was employed 
in making the calculation. Mr. Mellon himself fell into hopeless con- 
tradictions by using different rates at different times. Thus, when he 
was arguing before a committee of the House of Representatives in 
favor of ratifying the French funding agreement, he stated that the 
present value of their debt on a 3 per cent basis was $2,734,000,000,° 
but when he was trying to prove to Mr. Frederick W. Peabody that 58 
per cent of the French debt had been cancelled under the Berenger 


*A detailed table by countries is given in Moulton and Pasvolsky, World War 
Debt Settlements, p. 94. 
*Treasury Report, 1926, p. 252. 
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value of the same debt on a 5 per 


yn may have had from an accounting 
1 have offe red little assistance in an 
of the debts to the debtors or their 
is purpose it is preferable to tak 
made. Taking the thirteen prin- 

sums proposed for France, w 
to the United States under the debt 
December 1, 1927, amounted dur- 
rage to $204,000,000;° dur- 


1.000.000, and for the next four 


decades respe 100,000, $377,000,000, $393,000,000, 


and $414,000,0 


S which alone could have had 


D 2 have been written off or cancelled de- 
pe e of interest. The following table shows 
the « the reduction of the interest rate below 
v ( rmal” rate, ranging from 3 to 5 per 

N 
t 3 at 44,% at 5% 
Gr B 7 17 28 
i I 32 52 58 
Ital 2 75 79 
Be 28 46 54 
* The P é riod of sixty-two years is 3.3 per cent 
n the case of Gre basis of a 8 per cent normal interest 
rate, Gre B nal Conciliation, No. 230, May, 1927, 
( e | 
Fuller table mewhat different basis, are given 
oult ey ettlements, pp. 97, 99. 
§ The f g t ents for the first decade: 
SCHEDI D STATES UNDER THE FuNpING AGREEMENTS* 
Annual 
By 23 7 8 1929 1930 1931 1932 Average 
192 
Great $ 0 $ $161.4 $160 ,590$160, 780$159 , 940$161, 100 
I 5 4 5 14 315 313 314 
Huns 7 68 68 68 68 
Li 0 210 210 210 210 
Pola 5 50 6,237 6,230 6,222 
Belgiu 450 3,950 4,550 5,050 
La a 2 202 202 202 202 
Cx 3,000 3,000 3,000 
Est 484 484 484 485 484 
Ita 5,000 5,000 5,000 14,621 14,706 
Ru 400 500 600 700 800 
Frar 500 32,500 35,000 40,000 50,000 
Jug 4 200 200 200 225 250 
$ $ 478 $213 ,012$216 ,046$230 ,544$242, 406$203 817 
° ion. Fiscal Years 1922 to 1926. (Washington, 1927 
Pp. 89-28 R tries, which also were indebted to the United States 
Ar ¢ ts of Armenia ($16,057,184 on Nov. 15, 1926) and 
Rus $27 y n given a moratorium to 1943; the debts of Liberis 
$34,718) a i} rag j se ($18,750,000) was funded in December, 1927, under ar 
© tc g for annu sion of these payments would not materially affect the 
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importance for the people at the time and whose payment could have 
affected their fiscal and economic fortunes.® Here we have the crux of 
the problem which the payment of these debts offered. What con- 
equences did these payments have for the United States and for the 
states which made them? To this question we must next address our- 
selves. Fortunately, the material at our disposal permits a fairly ac- 
curate answer. 

In a hearing before the Ways and Means Committee, on January 4, 
1926, Mr. Mellon made the following statement:"’ “There are three 
principal factors in the finances of any country which furnish indices by 

‘ich a comparison of the weight of a new fiscal burden can be meas- 
ired. These are the total budget, representing what all instrumentali- 
ties of government collect from the people; the total foreign trade, 
which has a bearing on the capacity to transfer payments abroad; and 
the total national income, which is the ultimate source of a country’s 
c pacity to pay.” 

Before using these indices to determine the weight of the burden to 
the debtors, let us apply them to the creditor in order to ascertain how 
great the importance of these annual debt payments was to the United 
States. The total receipts of the United States Government for the 
fiscal year ending June 30, 1926, were $3,962,255,690. The debt pay- 
ments during the first decade—$204,000,000 a year—amounted to 
about 6 per cent of the then federal revenues, or less than the amount 
of the annual surplus from one year to another. But since part of 
the tax reduction which their receipt permitted occurred in the income 
and profits taxes, let us estimate the savings in that branch. Income 
taxes returned $1,982,040,088 in 1926, which would have been reduced 
bout 12 per cent if all the debt receipts had been applied to this pur- 
pose. If the payments had been spread evenly throughout the popula- 
tion, they would have amounted to less than two dollars per capita. It 
is evident that the fiscal importance of the annual payments on account 
of these foreign obligations was slight as compared with the domestic 
taxes. 

The same conclusion must be drawn when we try to gage the signifi- 
cance of these payments by applying the index of foreign trade. Our 
merchandise imports, which were primarily affected, amounted to 
$4,430,890,000 in 1926 and of these the annual debt payments con- 
stituted about 5 per cent or less than the average annual fluctuations 
in this item. But it is when comparison is made with the national income 
that the relative financial unimportance of these payments becomes 


*It should in fairness be recognized that some of the earlier writers, in discussing 
the economic effects of the presumed debt payments, were dealing with larger sums 
than those finally determined by the funding agreements. 

* Treasury Report, 1926, p. 211. 
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clearest. Accey re of $90,060,000,000 as representing the 
total income of t f the United States in 1926, the annual 
payments of $204 0 in that year constituted only one-quarter of 
l per cent of t 

It is usually t international payments have to be mad 
in gold, in serv ! modities."* The first of these need detain 
us but a moment, evident that no considerable proportion of 
the debt paymer | be effected in gold. In the first place half 
of the world st ilready in the United States,’* and th 
remainder would DAy ly a small part of the total debt even 
if it could have | | for this purpose. And in the second place, 
under the then « tances, neither the United States wished 
to receive, nor t intries to pay, gold. 

Services may tood to comprise all the debit items not in- 
cluded under gol indise or movements of capital, which will 
be separately di he most important of these were tourists’ 
expenditures, oceat payments, immigrants’ remittances, con- 
tributions to fe ns, relief work, and similar enterprises 
abroad, govern! t nditures in other countries, and various smal] 
miscellaneous ite f these were small and relatively unimpor- 
tant, like govern penditures abroad, payments for insuranc: 
to foreign count r Canadian electric power and for foreign 
advertising; thi f all these miscellaneous items for 1926 was 


$111.000,000. 


Ocean freight } were a fluctuating item, having run in our 
favor for a few y ugh apparently finally settling against us 
In the period 1896 to 1914 we remitted abroad annually an averag 
payment of about $33,700,000 for maritime freight charges. From 
1914 to 1918 our f t bill amounted to about $386.670,000 each 
year.’ For 1919 and 1920, however, the situation was reversed as a 
result of the building w merchant fleet, and our net freight earn- 
ings amounted to about $93,000,000 annually. This was the high water 
mark, and in 1921 re $33,000,000 and in 1922 only $7,000,000. 
After that ocean f1 ts constituted a debit item, except for 1924, 

Not until we be editor nation was any serious study made of the 
international balan¢ United States, except for an investigation carried 
out by George Pais! the National Monetary Commission. An historical 
and descriptive account ! f international payments from 1789 to 1918 
was made in 1919 by ¢ k, J. H. Williams, and R. S. Tucker in The Review 
1f Economic Statist e 1922 the Bureau of Foreign and Domestic Com- 
merce has published ar tatement 

72 At the end of 192 had $4,409,000,000 or 46 per cent. Treasury Report, 
1926, p. 702 

*F. A. Vanderliy i J. H, Williams, The Future of our Foreign Trade: a Study 
of our International Balance in 1919, p. 26. 


nd in 


subseq 

Imm 
ind th 
educat 
purpo: 
$333.0 
rapidl: 

For 
ibroac 
S200,0 
=50,0( 
re achi 
ttent 
the Ur 
it is cl 
one ite 
than ¢ 
rather 
The 
effecte 
Was 
the or 
discus 


indust 


was 
entire 
chand 
tions: 
ports. 
ond, 
indus’ 

Du 
showe 
cent 1 
decad 


tively 
Dept. 


Reasons for Revision of Debt Settlements 251 


nd in 1926 our net foreign freight bill amounted to $62,000,000. In 
ibsequent years it gradually increased. 

Immigrant remittances showed a steady decline after the World War, 
nd the same was true of contributions to foreign missions, relief work, 
lucation, and scientific research. The net remittances for all these 

purposes steadily shrank from about $700,000,000 for 1920 to 
£333.000,000 for 1926.** The decline continued thereafter, but not so 
rapidly. 

For the pe riod before the World War tourists’ expenditure S 
broad had been variously estimated at between $150,000,000 and 
200,000,000 a year net. During the War they shrank to about 
“50,000,000, but after 1920 they showed the most astonishing growth, 

ching the high point of $646,000,000 net in 1926." If we fix our 
tention on the annual installments of $204,000,000 which were paid 

United States under the funding agreements during the first decade 

is clear that these were completely absorbed by the expansion of this 
ne item, which, moreover, grew still further in subsequent years. More 

in one doubtful conclusion was drawn by considering the total debts 


ither than the annual payments. 


.The third method by which the payment of the funded debt could be 
fected was by the shipment of commodities to the United States. It 
was usually assumed by contemporary writers that this was practically 

only way by which the debts could be paid, and consequently most 
liscussions of the economic effects of debt payment centered about the 
industrial consequences of increased merchandise imports and of rela- 
tively decreased merchandise exports. In considering this aspect of 

problem it will be convenient for us to make the same supposition as 
was made by those earlier writers and to assume that practically the 
entire debt payments were effected by shifts in our international mer- 
handise balance sheet. It will then be necessary to answer two ques- 
tions: first, whether we actually absorbed additional merchandise im- 
ports, sufficient to pay the annual installments on the debts, and, sec 
ond, what effect this increase in our imports had upon our domestic 
industry and upon our export trade. 

During the six years, 1921-1926, our total merchandise imports 
showed an average annual increase of $384,500,000 or almost 90 per 
cent more than the annual debt payments of $204,000,000 for the first 
decade. The question “Could we absorb these debt payments by addi- 

“Ray Hall, The Balance of International Payments of the United States in 1926, 


Dept. of Com., Trade Sup. Bull., No. 503, Aug., 1927. p. vi. 
* Hall, ut supra, p. vi. 
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tional merchand ts?”? seemed to be conclusively answered by the 
fact that we act than absorbed them.”® 
ee oe lculate the changes in our total import 
trade; its com] o of importance. Imports fall into the 
three main grou} tuffs, raw materials, and manufactures, and 
each of these w ned in turn. Of our imports of foodstuffs 
sugar and coff made up 60 per cent, and the expansion in 
our consumptior rticles alone in the six years, 1921-1926, 
absorbed 85 pet e annual debt payments. The importation 
of sugar, mostly Cuba, grew from an average of 4,384,000,000 
pounds for the } 110-1914 to 8,837,000,000 for the period 1921- 
1926, or an inc} 90 per cent. The imports of coffee grew from 
an average of 899,000,000 pounds to 1,865,000,000 or an increase of 
52 per cent for two periods. At the average import prices 
for 1926—2.4 cent pound for sugar and 22 cents per pound for 
coffee—the value of expansion alone amounted to $197,502.000 an- 
nually for th It is clear that the installments on the 
debt payments rbed by the normal expansion in our consump- 
tion of tropical 
A much larger ty of raw materials was imported than of food- 
stuffs, but the t headed the list may be cited. The imports 
of rubber grew f verage of 415,000,000 pounds for 1910-1914 
to 926,000,000 1 1921-1926 or an increase of 123 per cent, 
while those of rav vy 125 per cent from 24,000,000 to 54,000,000 
% The following t he facts: 
\ Imports into the United States 
of dollars) 
Year Imports Increase 
199 2.509 
192 3,112 603 
192 3,792 680 
1924 8,610 182* 
192 4.226 616 
192 4.431 205 
* De 
* The imports of sug ffee into the United States were as follows: 
SUGAR Correr 
Value Quantity Value 
in millions (in millions (in millions 
Year und of dollars) of pounds) of dollars) 
1910-14 (average) 4.384 104 899 101 
1921 5 I 235 1,341 143 
1922 22 252 1,246 161 
1923 i 880 1,408 191 
1924 . 2 363 1,421 249 
1925 3 246 1,284 286 
1926 12 233 1,493 323 
1921-26 (average) 285 1,365 225 
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pounds for the same two periods. At the prevailing import prices for 
1926—54 cents per pound for rubber and $6.00 per pound for silk— 
the expansion alone of these two items amounted respectively to 
332,000,000 and $180,000,000. That is to say, between 1914 and 
1926 we increased our consumption of rubber and silk sufficiently to 
hsorb more than double the annual installments due on account of the 
fore ion war debts."® 

Owing to the industrial development of the United States and the 
lifficulties under which Europe labored after the war, the imports of 

inufactured goods did not expand as rapidly as did those of food 
stuffs or raw materials. The importation of a few specialties, such as 
the finer textiles, certain kinds of chemicals and luxury goods, increased 
considerably, but not with the some rapidity as did that of tropi 

11 foodstuffs and raw materials. In so far as the European 
countries were liquidating their debts by exports of manufactured com 

\dities they were doing so indirectly, by selling them in other markets 
from which in turn there were shipped different goods which we were 

ore willing to take. 

Thus far the evidence has shown pretty conclusively that any on 
of the items of services to American traders or tourists or the expansion 
of imports along certain non-competitive lines was more than sufficient 
to offset the annual payments on account of the Allied debts, and that 
these services and imports were absorbed without deranging our in 
dustrial organization. But it was equally possible to absorb these pay- 

ents by a decrease of exports, as well as by an increase of imports. 
We may, therefore, glance briefly at this other side of the international 
balance sheet. 

The statistics of exports show that between 1921 and 1926 these 
remained nearly on an even level; in view of the increase of population 
and national prosperity this stationary character of exports may be re 
garded as a relative decline. If we distribute them among the three 
groups of foodstuffs, materials, and manufactures we find that the ex- 
ports of foodstuffs fell off decidedly, those of manufactures increased 


“The imports of rubber and silk into the United States were as follows: 


RUBBER SILK 

Quantity Value Quantity Value 

(in millions (in millions (in million (in millions 

Year of pounds) of dollars) of pounds) of dollars) 
1910-14 (average) 106 86 24 77 
1921 415 74 45 259 
1922 674 102 51 B66 
1923 692 185 49 892 
1924 735 174 51 828 
1925 888 430 64 396 
1926 926 506 66 893 


1921-26 (average) 721 245 54 856 
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slightly, and th ite grew considerably.’ In other words, the 
economies forced the European nations by the payment of their 
debts resulted r consumption of American grain and meat 
They could not our raw materials, especially cotton, but 
they could and d down on other things. So far, then, as debt 
payments were al 1 by a relative shrinkage of our exports, th 
adverse effects would seem to have been borne primarily by the farmers 

The decline in ports of foodstuffs from the United States afte: 
the war was o d in part by the recovery of Europe and in 
part by increased vetition of other producing countries. But thy 
pressure of debt } ent to the United States intensified the opera 
tion of both of t forces and exerted pressure upon the debtor 
countries both t | their expenditures and to buy in other mar 
kets. The agricu ndustries in the United States were ther 
fore adversely affected by the continued payments on account of the 
debt, and their recovery from depression was to that extent delayed. 

The manufactur ndustries were also affected, although less by 
the direct expor European manufactures to the United States 
than by their in sed exportation to neutral markets. Whether 
Europe bought foodstuffs in foreign markets for her own consump- 
tion or purchased foodstuffs and raw materials for shipment to th 
United States mad ttle difference. In either case she had to pay 
for these goods |} er own exports and to that extent lessened the 
market for Am« nufactures. In some lines, where the Ameri- 
can manufacturers possessed superior advantages of production, these 
were able to hold vn, but the intensified competition disastrously 
affected the American producers along particular lines. 

An economist of 1984 who reads the discussions of that time can- 
not but feel surprise at view, which seems to have been quite gener- 
ally held, that th nt of the Allied debts to the United States 
would mean flooding t intry with European manufactures, resulting 
in the destruction of ny of our industries, and the lowering of the 
workers’ standard of living. The reason undoubtedly was that thes 


writers fastened their attention on the enormous total instead of direct- 


” The following t é ed from the annual reports of the Department of 

Commerce, gives the exact f I 
Merchar e Exports from the United States 
millions of dollars) 

Year istuffs Materials Manufactures Total 
1921 1,358 1,383 1,626 4,367 
1922 1,047 1,419 1,292 8,758 
1923 893 1,366 1,478 4,137 
1924 947 1,937 1,588 4,472 
925 891 2,084 1,843 4,818 
1926 R38 1,917 1,956 4,711 
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ing it to the comparatively small annual payments. A lively debate 
was also carried on over the effect of the tariff on debt payments: 
by some it was urged that the tariff must be lowered so as to permit 
the entrance into the United States of European products, and by 
others the tariff was proclaimed as the last defense against the flood 
of cheap goods. It is clear now that the influence of the tariff was 
greatly exaggerated by both sides. To be sure, the tariff was re 
duced, beginning in 1929, but the reduction was made to relieve th 
igricultural interests, and without any reference to debt payments 

There was, however, another aspect of the international payments 
between the United States and the debtor nations which did not attract 
so much popular attention, but which was much more important in 
bringing about a revision of the funding agreements. The United 
States had become a creditor nation by the year 1917,” and a decade 
later had foreign investments amounting to about $14,000,000,000 
n addition to the Allied debts. For the six years 1921-1926 the 
investment of American capital abroad averaged almost $1,.000.000,000 
. year,” and in the decades which followed the rate of foreign invest 
ment was accelerated by the listing of foreign securities on the New 
York Stock Exchange, the huge borrowings by European govern- 
ments and private concerns, the recognition of Russia, and the re 
moval of other uncertainties which had hindered the flow of Ameri 
can capital to foreign countries. By 1936 we were a creditor nation 
to the extent of about $25,000,000,000. From these private invest 
ments the interest payments amounted by 1926 to over $500,000,000 
i year, and by 1936 they were between $1.000.000.000 and 
$1,.500,000,000. But the curious fact was observable that, as a result 
of this investment of American capital abroad, the debt payments 
of foreign governments to the United States were completely absorbed 
Indeed we loaned to Europe more than she paid us. There was no net 
reduction of the European debt, but it was, on the other hand, being 
increased and at the same time was being transformed from a public 
to a private debt. 

Perhaps this was one of the reasons why the proponents of the re 
vision of the debt settlement urged their reconsideration so soon after 
the signing of the funding agreements. They undoubtedly realized that 
a delay would render revision less effective, as private securities took 
the place of the governmental bonds held by the United States Treas- 
ury. There could of course be no question of revising or reducing 
these private debts, so revision must occur, if it was to take place at 
all, before the process of transformation had gone too far. 


*™See my War Costs and their Financing (Appleton, 1921), p. 76 
™ Ray Hall, The Balance of International Payments of the United States in 1926 
(Washington, 1927), p. vi. See also Wall Street Journal, Dec. 80, 1927 
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ic history of the United States after 
payment of the annual debt installments, 
reised only a slight influence upon th 
They were only a drop in the over- 
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As an argument for revision of the funding agreements and their 
termination upon some other principle than that of “capacity to 
pay” the application of the law of diminishing utility made an economic 
ippeal; but this was opposed by the Secretary of the Treasury as 


opening W ide the door to debt cancellation, if not repudiation. It is 


clear that this was not its intent. The purpose was rather to en 
visage the problem of debt payment as a world problem, with far-reach 


ing ramifications, whose effects were not limited even to the debtor 
nd creditor countries, but were felt throughout the existing world 

momy. ‘This was not a new thought. It lay at the basis of the 
Balfour note and it found clear ¢ xpre ssion in a statement by Mr. Mellon 
himself before the Ways and Means Committee on January 4, 1926, 
when he said: “The entire foreign debt is not worth as much to the 


American people in dollars and cents as a prosperous Europe as a 


stomer.”** Unfortunately much of the discussion of this problem 
proceeded from the point of view of the individual manufacturer or 
exporter or other producer, who thought he saw his own interests 
enaced by debt payments, rather than from a national or interna 
tional standpoint. 

This confusion of points of view was well illustrated by the dis 
ission of the German reparation payments in connection with the 
\llied debts payments to the United States. In making the fund 
g agreements with the debtor nations the American World War For 
eign Debt Commission insisted that the payment of reparation should 

t be linked with the debt payments to us, and eliminated from the 
funding agreement with France her proposal for a “safeguard clause,” 
which would have made France’s payments to the United States con 
tingent upon her receipt of reparations from Germany.” Yet, in his 
tter to President Hibben, Mr. Mellon reproved the professors for not 
iking into account the reparation payments when estimating the 
burdens on friendly countries, and himself pointed out that the pay- 
nents of the major debtors to the United States would be offset by the 
reparation payments which they would receive.** It is obvious that, 
if the effects of debt payment operated disadvantageously in the cas 


of the several countries, they were much greater in the case of Ger 


iny upon whom alone all the payments were concentrated. Of course, 


the correct viewpoint from which to estimate those effects, which how 


* Treasury Report, 1926, p. 218 

“Report of Ways and Means Committee on Debt Settlement with France. Ho. 
Rep. No. 1338, 69th Cong., Ist sess 

*“Tt is obvious that your statement that the debt reements which we 
made impose a tremendous burden of taxation for the xt two generations on 
friendly countries, is not accurate, since the sums paid us will not come from taxa- 
tion, but will be more than met by the payments to be exacted from Germany.”— 
Letter of A. W. Mellon to John Grier Hibben, March 15, 1927. 
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REVISION OF THE EUROPEAN DEBT SETTLEMENTS— 
DISCUSSION 
Ek. M. Parrerson.—-There are two ways of approaching this question. 
s by an appeal to historical, legal, sentimental, and certain long-run 
momie considerations, the method that has been followed in the two 
pers preceding this. The other is to examine the drift of events which 
conceivably have much to do with settling the argument. It is possible 
the matter may be taken out of our hands, so to speak, and that new 
stments may occur while we are still debating. 
It will be remembered that in May, 1921, the claims against Germany 
re finally set at some 132 milliards of gold marks, including A, B and ( 
ls. and that at empts were made to collect 5 per cent interest plus 1 per 
nt sinking fund charges on the A and B bonds or a total of three milliards 
marks per year. Against this effort disinterested economists eve ry where 
tested. The Ruhr invasion and the collapse of Germany bear witness 
» the folly of demanding the impossible. ‘Today the discussion rages 
iround the possibility of collecting only 2.5 milliards per vear which is a 
per cent return on only 41,666,000,000 marks, or less than one-third of 
1921 total and less even than the combined A and B bonds. Also Mr. 
bert, Agent General for Reparation Payments, is insisting that the 
ertainty regarding the aggregate amount of Germany's obligations should 
cleared up. ‘To date the revisionists have clearly had the better of the 
German re parations argument. 
The debts due to the American government were carried late in 1922 at 
$11,524,000,000. Interest at 5 per cent plus say 1 per cent sinking fund 
irges would have meant payments of nearly $700,000,000 per year. The 
tlements actually made call for only about 30 per cent of this at present 
] ghtly over 200,000,000 per vear with a little more than $400.000,000 


r 60 per cent in later years. Again the revisionists seem to have won the 


At present there is demand for further reductions and once more those 
who plead for them are called impractical. In 1921 and 1922 the signs 
f a breakdown were pointed out by many students although denied by 
those who thought that debts were debts and should be paid. ‘Today there 

no disagreement regarding the adjustments already made but there is an 
ilmost violent condemnation of those who ask for anything further. Are 
the signs of strain as clear as those of five years ago? 

Perhaps not but there are unmistakable grounds for concern, serious 
enough to warrant belief that a critical situation is developing that may 

mmpel liquidation. 

Reparation payments have been made punctually to date by the German 
sovernment and deposited in the Reichsbank and external remittances in 
cash and in kind have been made by the Agent General. But two facts must 

noted. One is that the foreign exchange used in making payments has 
originated from foreign loans rather than from a surplus of German ex 
ported goods or services. The other is that the single important period 
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obligations, that loans are being piled upon loans. He contends that 
bankers and statesmen are helpless and are merely hoping against hope that 
something will turn up. Recently he has stated that this drift cannot 
tinue longer than until the spring of 1929. By that time, if not sooner, 
ere will come a ge neral realization of the impossible size of the combined 
public and private debts and the defaults will start. For America he antici 
nates a sharp curtailment of exports with an industrial collapse. This he 
ntends will be accompanied by a huge amount of unemployment and the 
sual distress. 
Sir George may be too pessimistic but it will not do for us to dismiss him 
o abruptly. There is such a thing as the accumulation of debts on too 
ize a scale and financial crises may and have occurred. Against his view 
iay be placed the other one already given, that American funds are moving 
to Europe because of the higher rates there and that these interest rates in 
Europe are high because of a shortage of capital there as contrasted with 
in abundance in the United States. This movement of capital, it is argued, 
will add to the productivity of Europe. After a time the present need for 
capital will decline and interest rates will fall. The output of goods in 
Europe will have been greatly enlarged and the present import balances 
can be changed to exports. ‘Thus the movement will be reversed by the 
simple and natural processes of business. 

live years ago the difficulties came to a head and readjustments of debts 
were arranged because payment was dependent (1) on the willingness and 
the capacity of the debtor countries to pay, (2) on the willingness and 
capacity of the creditor countries to receive, and (3) on the passage of time 
during which certain necessary economic adjustments could take place. All 
of these essentials were lacking. Willingness and capacity on both sides 
may still not be sufficient for the size of the aggregate problem and many of 
the adjustments for which time is needed probably have not yet occurred. For 
example, we in the United States are apparently not yet ready to take huge 
sums in the form of goods and services. Witness our insistence on heavy ex 
ports, on an American merchant marine and on a continued high tariff. With- 
out passing judgment on any of these policies by itself we can notice their 
inconsistency. 

It may be argued that in practice foreign loans are not collected—that 
the investments abroad merely remain abroad. ‘This has usually been true 
but there have been times when they have been heavily written down, when 
defaults have occurred, when large losses have been taken. Then, too, the 
American investor is not yet used to foreign securities and may easily take 
fright. Last spring certain foreign issues were for a long time undistributed. 
Mr. Gilbert’s recent note to the German government distinctly weakened the 
foreign bond market. It is this possible refusal of the American investor to 
buy an indefinitely large amount of foreign securities that worries the 
pessimist. 

The facts to date are not reassuring but are a cause for concern. Moreover 
many of the loans made to Europe have not been used in a productive man 
ner but have added to debt burdens without any corresponding increase in 


+4 
} 
ret 


262 ynomic Association 


productive « rope is an old rather than a new area an 

an appreciabl nnual productivity is needed merely to car 

for the grow t We have very little experience to teach 

vhether so rt of the world may safely borrow larg 
yunts al 

If it be ass ite debt burdens are at present too grea‘ 
ind that the mount of foreign security issues that may 
he floated in t ket, what is the effect on the public debts: 
For German ue of the priority of reparation payment 
over private f extreme importance. If reparation clai 
in law and in 1 prior claim on the German economy, 
Mir. Gilbert hange for his remittances regardless 
the needs of rs of food and raw materials may find j 
mpossible to ns while German cities, states, and privat 
corporations } default because there will not be eno 
pounds and d r everybody. If such difficulties as th 
arise, outstan sues will decline in value and new on 
cannot be sold fe of Germany will suffer if food and ra 
materials are 1 ed. Very quickly reparation payment: 
will be impe 

Che other a probable. Mr. Gilbert’s demand for ex 
change must be » reasons. One is that he is enjoined not 
to weaken the nd is that a shortage of exchange for 
other claimant en the German economy and check repar 
ation payments I ortage the Agent General must do w 
out. Receipts nt may pile up in the Reichsbank but 
cannot be remitt be a heavy excess of exported goods an 
services to f yr else further loans must be floated 
provide it. H ving can go on no one can say. Ther 
a considerable may be easily checked and if this occurs 
soon the crisis 

For the debts States government the problem is a similar 
one. ‘The aggr t be reduced and sooner or later a formula 
for it must be probable that here the losses will 
shared. Doubtl r private investments have been unwise and 
defaults will o than suffer too heavy losses on these private 
issues, however me for a reduction in the public debts and 
thev will be s« 

Unfortunate] ; are not easy to make. Liquidations can 
not occur witho reparations and the debts to our govern 
ment must ultima n whole or in part. To the extent that the: 
do not yield pri ve vill suffer. They will probably lose much 
in any case. 

Frep R. Fair as we are dealing with a highly contro- 
versial subject t surprising, I think, to find so little of contro 
versy among the ave thus far addressed you. Mr. Andrew has, 


= 

from 

ba 

B 

pe 

} 

| 

n 


Revision of European Debt Settlements Discussion 263 


eed, presented his case with great vigor, but his lusty blows have landed 


n no opponent on the platform, since there is no such, and, if I may judge 


n vour reception of his address, I should say that he has few if any 


»nonents in the audience. Professor Bogart has, with rare discretion, hast 
1 to withdraw himself from the atmosphere of prejudice by resort to 
magic carpet, transporting himself into the far reaches of the later 
wentieth Century, from which safe position the events of the past ten 
irs become sufficiently remote to fall within the focus of his historian’s 
sion. And Professor Patterson ranges himself on the side of the majority. 
\ debate in which all the debaters are on the same side of the question is 
king in a certain element of interest. It is therefore with great regret. 
Mir. Chairman, that I have to announce myself unable to correct this un 
rtunate situation. 
Under these circumstances I think that the best I can do is to take ad 
ntage of my position as the last of the formally announced speakers to 
ndertake a summing up of the history of this controversy and an appraisal 
f the present situation. ‘The public discussion lias been carried on with no 
ttle heat and some bitterness, and there have been stoutly contested issues 
which may now be recognized as of trifling importance. I choose to ignore 
ich and to invite your attention to what I consider the fundamental fea 
tures of the present issue. 
First: The loans made to our allies were bona fide loans, of full legality, 


negotiated with entire understanding by both parties. I fail to find any 


evidence to indicate that any one conce rned at the time thought that these 
ans did not give the United States rights which she could later assert 


thout laying herself open to the charge of bad faith or undue harshness. 
Everyone engaged in the controversy has either asserted or admitted the 
egalitv of the claims of the United States, though some of the latter seem, 

1 the heat of the controversy, to have lost sight of its full import. 

Second: The original demand loans have now all been funded by agre« 
ments following negotiations with the respective debtors (barring the fact 
that the French agreement has not yet been ratified). 

Third: By the terms of the agreements the United States has given up a 
considerable part of her claims, varying, as calculated on a 414 per cent 
basis by the Debt Funding Commission, from about 20 per cent for Great 


Britain and six other nations to 53 per cent for France and lgium, 70 


per cent for Yugoslavia, and 75 per cent for Italy. 

Fourth: Though the debts have been thus funded, at considerably less than 
their full value, and the Debt Funding Commission has wound up its affairs 
and ceased to exist, the result has not been accepted as a satisfactory set 
tlement either in Europe or in America. It would be wholly unprofitable, I 
think, to rehearse the arguments which have been indulged in either in at 
tack upon or defense of the work of the Debt Funding Commission. I feel 
inclined only to observe in passing that it seems to me that the attackers 
have at times been unjustifiably severe in their strictures upon the Fund- 
ing Commission and the Treasury. However, all this is of no present mo 
ment. The essential thing is that the agreements are not being accepted, 
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taking place long before the final payment falls due. I cannot feel that 
further argument is needed on this point. 

[he second indictment against the agreements is directed to the gross 

juality of the treatment of our several debtors. More than 80 per cent 

be collected from Great Britain; less than 50 per cent from Belgium 
ind France; and 25 per cent from Italy. Here we possibly enter upon more 
batable ground. 

Upon the basis of capacity to pay, it must be admitted that the Funding 
Commission could have arrived at no result except inequality, since capacity 

obviously unequal. But the utter impossibility of any exact measure of 
pacity to pay should, it seems to me, be sufficient to shake our confidence 

any such results as have been reached. Do the ratios really represent 

respective capacities of Great Britain, france, and Italy? Have we not, 
possibly, taken advantage of the traditional British spirit of financial in 
tegrity and national pride? I am afraid we have. I am not satisfied by 
the appeal to the ordinary commercial rule, by which the creditor, when 
inable to collect in full, collects all he can from each debtor. The Funding 
Commission itself does not admit that it applied the principle of capacity 
to pay in any such extreme sense as this. On the contrary it asserts a much 

der interpretation. ‘Then the commercial rule has not been followed in 

case of Italy, France, Belgium, and some others. In the case of Eng 
land and half a dozen others it has been closely approached. I believe that 
this glafing inequality will continue to rankle in the hearts of our European 
friends and continue to be a source of humiliation to ourselves, increasing 
in strength, so long as such inequality continues. 

If now we are Satisfied that the present agreements are not satisfactory 
id must be revised, what do we propose to do about it? Here, I confess 
to some disappointment in view of the evident hesitation to offer construc 
ve suggestions. The Columbia professors said they did not urge complete 
cancellation, only revision. The Princeton faculty merely echoes the words 
from Columbia. Professor Bogart, from the safe isolation of his stand in 
the year of our Lord 1984, observes only that the debts have, as a matter 
of ancient history, been compounded for moderate lump sum payments, from 
which we may, I suppose, infer that he favors such change in the present 
vear of Grace, 1927. But he goes no farther than this. Mr. Andrew is out 
spoken and aggressive in his denunciation of what has been done, but con 
spicuously silent as to what should be done. 

[ am fully aware that discretion would dictate that I follow the same safe 
and sane course. And yet I feel the urge of an insidious temptation to play 
the réle of the fool in the drama, ‘Fools rush in where angels fear to 
tread,” and to offer some humble suggestions, even though they should 
threaten disturbance to our present happy state of agreement. 

There are doubtless those who believe that the debts should be canceled 
in full without further ado. I cannot agree. There is obviously not time 
here to argue this point. I can only say that in my opinion all the facts 
in the case point, not to complete cancellation, but to a reasonable and decent 
collection of what can be so collected. 
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ave Italy set the standard, thus letting England and most of the others 
th payments representing only an insignificant part of what they could 
lv well bear? 

ve noted no great alacrity to step up and face the Secretary's three 
rned dilemma. Personally I should not fear to advance bodly upon his 
rd horn, making the ratio of cancellation that which could be borne by 
least able of the chief debtors (leaving room for possible exceptional 
eatment of certain small and impecunious nations). This would mean of 
rse a very substantial cut, probably approaching much nearer to complete 
ellation than to full payment, but I should accept it nevertheless. If 
settlement appeared to be an easy let-down for Great Britain, I should 
e on that account no regret, letting my mind rest upon the stupendous 
incial burden which she has borne, without which the war would have 

n lost long before we entered. 


(here is one point that has been raised by Professor Taussig, and which 


| think has not received the attention it deserves. The price level today is 


irely three-fourths what it was when these loans were contracted. We all 


know the effect upon debtors and creditors of a falling price level. It would 


) that the United States, whatever else the decision may be, should forego 

iny fortuitous gain from this cause. ‘This would justify a 25 per cent cut in 
the debts at the outset 

Finally, if my analysis has been correct, we need no international con 

ence~to settle this problem. We are the creditors, secure in our strictly 


legal rights. ‘The motion for cancellation of part of the debt should come 


from us, as an act of generosity to necessitous debtors, our late allies in war. 
fhe determination of the amount of the cut might possibly require some 

rther conference with certain of the least capable nations. But that is all. 
Nor do I mean to imply that our decision should take no account of the 
juestion of the German reparation payments. ‘That, like any other pertinent 
nsideration, will have to be given due weight. But responsibility for the 
settlement of the claims against our allied debtors rests squarely upon the 


United States and may not be shared with others. 
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\ssociation for his enthusiasm and untiring efforts in carrying forward 


single-handed the task of making the Encyclopaedia of the Social Sciences a 


tv. 
5 Committee on Periodical Abstracts, by Mr. Dewey. 
Voted: That the question of time and place for the next annual meet 
ng be referred to the Executive Committee with power. 
Dr. Richard T. Ely announced that the Committee in charge of the prep 


aration of the Festschrift in honor of Professor John Bates Clark would 


make the formal presentation of the volume to Professor Clark, January 2, 


1928." 

Professor Commons reported for the Nominating Committee the following 
list: 

For President: Fred Manville Taylor, University of Michigan. 

For Vice-Presidents: Frank LeRond McVey, President of the University 


if Kentucky, and Jessica Blanche Peixotto, University of California. 


For Secretary-Treasurer: Frederick S. Deibler, Northwestern Univer 
SITV. 
For members of the Executive Committee: William H. Kiekhofer, Uni 


versity of Wisconsin, and Edmund FE. Day, University of Michigan. 

For Managing Editor: Davis R. Dewey, Massachusetts Institute of 
lechnology, for a term of three years. 

For members of the Editorial Board: Edwin G. Nourse, Institute of Eco 
nomics, and John M. Clark, Columbia University. 

lor the Social Science Research Council: George FE. Barnett, Johns Hop 
kins University, and Leon C. Marshall, University of Chicago, to fill the 
inexpired term of W. W. Stewart, resigned. 

For the Program Committee: Matthew B. Hammond, Ohio State Uni 
versity. 

There being no additional nominations, the above nominees were unani 
mously elected. 

Professor B. H. Hibbard reported for the Committee on Resolutions as 
follows: 

Inasmuch as the managers of the Hotel Washington have shown unusual 
courtesy and provided ample accommodations and services in connection with 
every phase of the meetings, the American Economic Association hereby 
wishes to extend to them its cordial appreciation. 

The Association is deeply indebted to the American Council of Learned 
Societies for assuming the expense of maintaining a joint press bureau, thus 
relieving the officers of this task, and to its Permanent Secretary, Dr. Waldo 
G. Leland, who not only supervised this work but assumed the responsibility 
of compiling and publishing the joint program of all the social science asso 
ciations in session in Washington at this time. The Association wishes to 
express to the Council and to Dr. Leland personally, its sincere appreciation 
of these services. 


* See page 289. 
“See report of the Committee, page 295. 


4\ 

AN 
| 

ns 

a} 

Yil 

uf 

) 

r¢ 


\ 
\ ( 
1 
Vot 
f 
\ 
Vot 
| 
\ 
My 
pur 
co 
it 
\ t¢ 
quest of 
tisir 


nt work of Professor Harold 
id providing facilities for 
members of the American 


ittendance at the Fortiet] 


very cordial vote of thanks, 

Signed) B. H. Hisparp 
D. O. Kinsman 
\. C. CANCE 


xecutive Committee, Hote] 


of the American Economi 

Washington, December 30 
President Adams, presiding, 
Kiekhofer, and Ruggles. 
nett to the Joint Census Ad 


se term € xpired Decs mber 
Washington, D.C., as counsel 


sentative of the American 
»f Economic Research. 
lish the Handbook during the 
] me, 
with Professor Meeker and 
of Labor Statistics, as to the 
for a new survey of the 


fore the Executive Committee 


Executive Committee the re 


n of the International Adver 


+++ 


ee of three to serve on 


REP 


Une 

et 
4-94 
mor 
ite 


1 
inciu 
mitte 
New 
Adar 
1097 hofer 
‘7 
\ 
nat 
+ 
m 
cil, 
} 
Der 
the 
Dev 
an A I arch. 
por 
one 
nat 
lia 
me 
fp 
wil 
Sol 
red 
N 
SC] 
Pr 


REPORT OF THE SECRETARY OF THE AMERICAN ECONOMIC 


= ASSOCIATION FOR THE PERIOD ENDING 
ks, DECEMBER 10, 1927 
In order that the work of the Association may be recorded fully, I am 
including in this report the minutes of all meetings of the Executive Com 
mittee held during the year, as follows: 
] Minutes of the First Meeting of the 1927 Executive Committee. 
[he first meeting of the Executive Committee was held in the Century Club, 
New York City, at 10:30 a.m., March 12, 1927. There were present: President 
c Adams, presiding, and Messrs. Day, Deibler, Dewey, Dixon, Ely, Fairchild, Kiek- 
hofer, Lewisohn Mitchell, and Ruggles. 
. The minutes of the meeting of December 29, 1926, were read and approved 
‘i Professor Dewey reported on the request of the sub-committee on Economi 
AU Bibliography of the International Institute of Intellectual Co-operation. Dr 
as Chester Lloyd Jones had represented the American Economic Association at the 


eeting of the sub-committee on Economic Bibliography, held in Paris, January 
24-26, 1927. At previous meetings of this committee the literature had been divided 
d mong various national groups for the purpose of preparing the bibliographical 

terial for the proposed project. 

The request was that the American Economic Association, in co-operation with 
the Social Science Research Council, should undertake the preparation of  bibli 
e] graphies of all publications appearing in the United States. 

Voted: That President Adams be instructed to communicate with the Inter- 
mal Committee on Economic Bibliography, expressing the sympathetic interest 


an f the American Economic Association in the project of the said committee, and 

tating the active work now being done under the auspices of the Social Science Re- 

earch Council, looking toward the development of a feasible plan for preparing ab- 

ie ct and bibliographical material for the Social Science literature appearing in this 
intry. 


Voted: To request Professor Dewey to keep in touch with the project of this 
mmittee, as well as the work of the Committee of the Social Science Research Coun- 
cil, and to report at the next annual meeting. 
Voted: That the question of preparing the bibliographical material requested 
the International Committee on Economic Bibliography be referred to Professor 
Dewey with power, and that the sum of two hundred dollars be appropriated for 
the purpose of defraying the expenses of a survey of this project, if Professor 
Dewey finds such survey necessary or desirable. 
Voted: That the Secretary prepare and forward to Dr. Chester Lloyd Jones the 
r formal thanks of the Executive Committee for his services in representing the Ameri 
’n can Economic Association at the meeting of the Committee on Economic Bibli- 
graphy, recently held in Paris. 

In the case of the Encyclopadia of Social Sciences. Professor Seligman re- 
ported that the project had been financially underwritten. The problem was now 
ne of negotiating a publishing contract and organizing an editorial staff. 

Voted: That the President be authorized to fill the vacancy caused by the resig- 
nation of Professor Seligman on the committee having this project in charge 

Voted: To authorize the President to appoint a committee to take under advise- 
ment and to report at the next annual meeting on the proposal submitted by Pro- 
fessor Max Handman in respect to the appointment of a committee to co-operate 
with the American Historical Association in translating important documentary and 
source material pertaining to European economic history, provided this project 
reaches a practical stage. 

Voted: That Professor Bela Féldes of Budapest and Professor A. Graziani of 
Naples be granted complimentary copies of the publications of the American Econ- 
omic Association, and that the Committee on Honorary Members be instructed to 
consider the desirability of electing further members within the limits now pre- 
scribed. 

Voted: To refer the request of the Institute of International Finance to the 
President, Editor, and Secretary for report at the next annual meeting 


oro {ssociation 
\ F to Professor Bogart of the 
| Exe tive Committee for the sug 
[ 
he annual program. Since it wa 
e t vear it was suggested that the 
\ Money Asso tion for a joint meet 


\ ed | f the publication of the Cl 
ract with some publishing fir 
tt to exceed $3000. 


nnouncement of this volun 
reduced rate, and that r 

the Royal Economic Society m 
\ iblish the account of the dinner 
' t] rthday as a supplement of the 
i ted to bring up the question of 


1 New York or W ast 


Vot izton, December 27-30 
\ { ( nittee on Local Arrange 


t ve Committee, Hotel 


Che é t of the American Econon 
A ssociatio I r 28, 1927, at 8:30 a.m. There 
wert é , Messrs. Day, Deibler, Dewey, Dow 
rie. | Rugegle 


Vot t ] t uling for the adoption of t 
f the membership as a means of 
making 1 to the Program Committee wit 

Voted That t meetings in alternate years in Cl 

’ ] to the Managing Edit 

is 

V oted ] Social Science Research Council for 
the int t o can Economic Association to 

repr tat | launching the new Abstra 

I'he follo vy nt the Association on this Con 
mittee: M. B. H C. C. Williamson, Columbia I 
versit 7 rT) 

(3 Minutes he Executive Committee, Hotel 
Washington, Ds 

The third F ttee of the American Economic As- 
sociatiol! W ( mber 380, 1927, at 8:30 A.M. There 
were é Messrs. Day, Deibler, Dewey, Dow 
rie, KE i id, ] ll. al d Ruggles. 

Voted ns with the Economic Section o! 
the Ru \ Cia 

Voted That ted in the communications from the 


2 irch 


f Rese h be delayed until addi- 


\ 
Amel! 
\ 
3 
Wa 
Ur 
tute of International Ku 
} nomie Association t 
| | 
b 
Ecor 


Report of the Secretary 27 


am 


Voted: To approve the proposal by which the Royal Economic Society and the 
American Economic Association mutually arrange to circularize the members of the 
respective associations for the purpose of soliciting memberships. 

Voted: To authorize the Secretary to take up with the Adelphi Company the 
possibility of an arrangement by which noteworthy translations or reprints might be 
offered to the members of the Association at reduced rates, and to bring in a definite 
plan for action at a later date. 

Voted: That legal advice be sought in the respective states in which business of 
the Association is now being transacted, to make sure that the Association is comply- 
ng with the laws of these states. 

“Voted: That the officers of the American Association for the Advancement of 
Science be informed that the Executive Committee of the American Economic Asso 
iation is of the opinion that a joint meeting between the two Associations would 
be inexpedient on account of the size of the two organizations and their allied asso- 
ciations. 

Voted: ‘To leave the request of the Bureau of Information of Gujranwala, India, 
for copies of the publications of the American Economic Association to the discretion 
yf the Managing Editor. 

Voted: To appoint Clive Day, of Yale University, as representative of the 
\merican Economic Association on the Encyclopaedia of Social Sciences in place of 
Edwin Gay, who had become one of the advisory editors of this work. 

Voted: That the expenses of the representatives of the Association incurred in 
connection with the conferences concerning the development of the Encyclopedia be 
defrayed by the Association. 

Voted: That beginning January 1, 1928, copies of all publications of the Ameri- 
in Economie Association be filed with the Permanent Secretary of the American 
Council of Learned Societies. 

Voted: That a committee of three be appointed to co-operate with the Committee 
f the Social Science Research Council that is engaged in compiling a volume on 
cientific method in the social sciences. 

[he following persons were named on this Committee: John R. Commons, 
University of Wisconsin, Edmund E. Day, University of Michigan, Frank H 
Knight, University of Chicago. 

Voted: That a committee of three be appointed to co-operate with the American 
Association of Collegiate Schools of Business in the endeavor to collect and publish 
nformation concerning important research projects that were being carried on by 
various persons and agencies throughout the country. 

The following persons were named on this committee: Professors L. C. Mar- 
shall, University of Chicago, H. G. Moulton, Institute of Economics, and Henry 
R. Hatfield, University of California. 


Adjourned. 


In addition to the regular meetings, the following business was transacted 
by correspondence: 

Approval of: 

(a) The expenses involved in connection with the circularization of the 
membership of the Association in reference to the Encyclopedia of the 
Social Scie neces. 

(b) <A proposal by the Adelphi Company by which copies of a reprinted 
edition of Tooke and Newmarch’s History of Prices will be offered to 
members of the Association at a 20 per cent discount from the list price. 

Under authorization of the Executive Committee the President and Secre- 
tary has granted the Social Science Research Council the use of the addresso 
graph list for the purpose of sending to the members of our Association 
copies of the annual report of that organization. 

As a part of the work of the Association the following items of business 
may be reported from this office: 


(a) In accordance with the instructions of the Executive Committee, 
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Members dropped for nonpayment of dues......... 129 
ch its 2294 
Total annual members in December, 1927......... oe 2562 
fe members in December, 1926 ............... 88 
Le Life members removed in 1927 (died) ............ 2 
Total life members in December, 1927.......... 86 
Honorary members in December, 1926........... 
mber- New honorary members in 
” Total honorary members in December, 1927 16 
m Total members in December, 1927. Sia ees 2664 
Subscribers in December, 
Subscribers discontinued in : 
l — 
686 
New subscribers in .. 187 
we! 
dt Total subscribers in December, 1927.......... 843 
I TOTAL MEMBERS AND SUBSCRIBERS IN 
publi DECEMBER, 1927......... danas 3507 
; 
E. ] [t will be noted that there has been a slight increase in membership during 
e year. However, the number of subscribing and contributing members 
= is been declining during the last two years, as can be seen from the decrease 
n income from this source shown in the auditors’ report. 
“etter Che Secretary earnestly solicits the co-operation of the members in fur 
nishing the names and addresses of persons likely to be interested in the 
— work of the Association. It is particularly desirable to have this informa 
m concerning graduate students and young instructors in this field. If the 
c::0 members will co-operate by giving us these data on the slips prepared for 
their convenience, the office can very easily handle the correspondence 
\ involved in sending the invitations. 
— During the year the death of the following members has been reported 
ind their names have been removed from the mailing list. 
L. ( James ALLIson CHILps 
Stewart D. BeckLey JosepH E. Cum™MiInos 
H. Y Luna Cancio CLevetann H. Donce 
C. A, CorFin Lester GEIGER 
C, Davis Henry Horr 
sation Martin A. GEARHEART Frank Roy Rvutrer 
Georce K. Hoimes Austin Scorr (Life Member) 
H. Porter E. W. Scripps 
1d the J. H. T. Ryman JoHn LaMMey STEWART 
the C. H. Scovett James J. Srorrow 
Prerre J. A. J. Sunsrein 
Gaten L. Stone L. Wino 
8453 Oscar S, Straus Respectfully submitted, 
Espen Batpwin (Life Member) F. S. 


Grorce R. Bun KER Secretary. 
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‘here is an increase of $363.17 in the publication expense in connection 


IIA with the Review, which appears in the items of printing and editorial 
expenses. The additional printing expense is explained mainly by the 
lune supplement to the Review. The decrease in cost of Proceedings is due 


to the difference in the size of the volume—353 pages in 1926, as against 


ned 918 in 1927. 


Another item appearing under publication expense in Exhibit II of the 


litors’ report should receive a word of explanation; namely, that of 


S4 storage. This item is the charge for storing the file of back numbers of the 
Review, Proceedings, etc. Through an oversight, this charge was unpaid 


r the year 1925, and has been included in the expenses of the current 

ar, bringing this item from $150.00 to $300.00, and completing all pay 

ents on account of this item to date. 

tthe During the year the Economic Essays have been published. The total 
expenditures up to the present time on account of this volume have been 
$2,769.81. There will be some additional expenses 


+} 


for boxing, postage, 
c., as the remaining volumes are sold and shipped. 


The rece ipts to date 
from sales amount to $1,005.29. We carry an inventory of volumes unsold 
f $1,483.20. Through the disposal of these volumes and royalty on general 
sales, the entire cost of this project should eventually be defrayed. 

Ihe total investments of the Association now amount to $29,000.00 par, 
st $28,688.45, with an annual interest vield of $1,570.00. The list of 
oldings and transactions during the vear are given in the report of the 
eg Finance Committee. 


Ihe assets of the Association as of December 10, include a current balance 


the checking account of $62.91; savings account, $5,280.80; and invest 
nts of $28,688.45 listed at cost. The liabilities are: prepaid dues and 
bscriptions, $2,030.02; membership extension fund, $5,468.49; and life 
mberships of $6,025.00 The net surplus as shown in the auditors’ re 
port is $30,092.29, a gain of $1,660.98 during the current vear. 
Che finances of the Association are on a sound basis, but could be ma 
terially strengthened by an increase in members and by a larger number 
f the existing members entering the subscribing and contributing list. 
Respectfully submitted, 
F. S. Treasurer 
Chicago, Illinois 
December 19, 1927 
REPORT OF THE AUDITING COMMITTEE 
Executive Committee 


{merican Economic Association, Incorporated 


Evanston, Illinois 


Dear Sirs: 
We have audited the books and records of the American Economic As- 


sociation for the year ending December 10, 1927, and present herewith our 
report and the following statements— 
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Assets 


Investments, at cost, plus accrued interest ‘ 27,116.06 29,117.77 2 1.71 
br Receivables (net) ..... re 159.20 539.17 70.27 
I] ] ntories (at cost) 
Paper stock ........ 260.18 307.98 17.8 
“Economic Essays” .... so 1,483.2 1,483.2 
ture, fixtures, and bound periodicals (at cost) 1,052.01 1,106.53 54.52 
rve for depreciation on furniture and fixture 
10.59 Liabilities and net worth 
Membership extension fund ........... ; 5,700.57 5.AG8.49 
ot Surplu Balance, December 11, 1926 99 355.31 9 350.3 
Surplus net income—Year 1927............ 1,660.98 1, 8 
fer from life memberships to surplus 
Life memberships ............ 6,075.00 6,025. 
Total liabilities and net worth......... 836,152.88 $37,590.80 $1,437.92 


From the above statement, it is to be noted that the decrease in cash 
rresponds with an increase in investments and that the income for the 
approximates the cost of the “Economic Essays” still on hand, 
The records in the Secretary's office were in eflicient and ndable 
tion, 
Very truly yours, 
V. Tinen, C.P.A 
Paut L. Morrison, C.P.A 


fuditing Committe 


Nore.—In the course of the audit certain questions were raised in respect 
the method of keeping the inventory of back numbers, a pr yblem tl 
caused the Secretary's office a cood deal of ti ble As tl re lt of 
discussion of this problem with the auditors, an opinion as to proc re is 


xpressed in the following letter: 


Mr. F. Deibler 
retary-Treasurer 
Imerican Economic Association, Ine 

anston, Illinois 
Dear Sir: 

In connection with our examination of the records of the Amer n Leo 
nomic Association, we suggest that t following inform yn | certified to 
by the publisher about each issue of the Review which is published 
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F. S. Dersuer, Secretary 
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Jer WorTH: 


fe membership 6,025.00 
urplus unappropriated 
Balance—December 11, 1926, per audit report $22,356.31 


I 


Excess of income over expenses—Year ending 
I December 10, 1927 (Exhibit II) 1,660.98 
Transfer from life membership due to deaths 
of two life members 50.00 24,067.29 30,092.29 
an 
Total liabilities and net worth $37,590.80 
EXHIBIT II 
AMERICAN ECONOMIC ASSOCIATION 
STATEMENT OF INCOME AND Expense, DecemBer 10, 1927 
INcomE FROM Dves: 
y Re gul ir membe rs (le S $125 OO de faulte d dues 
aid at December 11, 1926). $12,432.32 
Subscribing and contributing members 892.50 $13,324.82 
(truer INCOME: 
Income from investments 
Interest earned . $ 1,524.70 
Profit on sale of securities 13.15 
$ 1,537.85 
Custodian’s fee £0.20 $ 1,497.65 
lriterest earned on savings and checking accounts 285.66 
Miscellaneous income . ; 4.38 1,787.69 
Total income $15,112.51 
\DMINISTRATIVE AND OperATING EXPENSE: 
Secretary's salary . $ 1,000.00 
Office salaries 2,712.80 
Postage ... 349.62 
Stationery and printing 164.34 
Office supplies . 51 06 
relephone and telegrams 95.68 
Insurance .. 79.10 
Depreciation . $8.52 
Annual meeting 301.38 
Executive committee expense 187.42 
Other committee expense... 315.67 
American Council of Learned Societies. . 132.00 
Auditing ... 76.95 
Other expense . 84.37 $ 5,888.91 
13 
PUBLICATION EXPENSE: 
f 
Printing ... ‘ $ 5,619.20 
en Editor ... 1.500.00 
Contributions .. 1,013.75 
Editorial expenses and supplies 2,103.75 
Proceedings ...... 1,519.41 
Storage ... 800.00 
Insurance 56.00 
02 Sundry publication cXpelise, 94.78 
1‘ Total publication expense..... $12,206 8Y 
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REPORT OF THE FINANCE COMMITTEE 


During the year the following changes were made in the list of invest 


ents held by the Association: 


Called Par Selling Price 
field Farms Company, Ist. and Ref. 612%, due Oct. 1, , 
12 at 107% <a $1,000.00 $1,075.00 
Sold 
1 Liberty, 444%, at 100.24 1,000.00 1,002.40 
d Liberty, 414%, at 100.82. 1,000.00 1,008.20 
Bought Cost 
Liberty, 414% of 1933-38, at 103.76 2,000.00 2,075.20 
vn Willamette Paper Company, Ist. and S. F. 6%, 1951 
Products Coke Corporation, Ist. mtg. 544%, Nov. 1, 1945 1,000.00 1,020.00 
mal Dairy Products, Coll. Tr. 6%, 1940, at 10314 1,000.00 1,032.50 


The total investments of the Association are now $29,000.00 par, cost 


28,688.45. The annual interest on these investments amounts to $1,570.00. 


(he interest on idle funds in the checking account was $31.88 during the 
past year. 
lhe investment list stands as follows: 
B ds Par Value 
Lelephone Co. of Pennsylvania, First and Refunding Mortgage 5%.. $2,000.00 
ville Gas and Electric Co., First and Refunding Mortgage 5% 1,000.00 
thern Pacific Railway Co., Refunding and Imp. Mtg. Series “B” 6% 5,000.00 
monwealth Edison Co., First Mortgage 5% Gold Bonds. 2,000.00 
Pacific Gas and Electric Co., First and Refunding Mortgage 51% 2,000.00 
Armour and Co., of Delaware, First Mortgage 20 year 514% Gold Bond 2,000.00 
nois Bell Telephone Co., First and Refunding Mtg. Series “A” 5% 2,000.00 
nois Central Railroad Co. Jt. First and Refunding Mtg. Series “A” 5 2,000.00 
j Standard Milling Co., First and Refunding Mortgage 51% 2000.00 
fic Mills “Ltd.” First Mtg. Ser. 6%... ie os 2.000.00 
Great Northern Railway Co., General Series “A” 7%. 1,000.00 
Southern Illinois and Missouri Bridge Co., First Mortgage 50 yr. 4% 1,000.00 
Crown Willamette Paper Co., First Mortgage Sinking Fund 6% 1,000.00 
National Dairy Products Corp. 15 year Coll. Tr. 6%. 1.000.00 
U. S. of America Fourth Liberty Loan 414%. 2,000.00 
By-Products Coke Corp., First Mortgage Series “A” 51% 1,000.00 
} TOTAL SECURITIES $29,000.00 


Respectfully submitted, 
C. H. Crennan 
Wappi_t Catcuinas 
F. S. 
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Tas_e I—Paces Given To SEctTIon 


listed rep rts,etc rbstracts | Notes| Theses | Totals 

191] 342 304 62 89 133 40) 8 978 

a 291 298 101 110 186 4] 1] 1038 

13 $47 268 104 141 167 +5 8 1078 

14 527 243 186 113 166 35 10 1¢30 

13 314 257 $0 142 144 $ 14 1003 

16 388 256 9] 90 140 46 13 1024 

917 378 192 110 127 120 42 15 984 

1918 389 157 91 112 99 41 17 006 

i9 374 163 154 103 95 47 12 948 

1920 $95 109 155 98 122 42 15 936 

1921 331 103 133 39 117 38 1] 772 

1922 293 91 159 35 124 37 13 752 

2 298 122 184 26 11 i) 14 800 

1924 339 110 191 238 1183 +2 18 856 

1925 $25 131 178 27 110 8 23 832 

} 2¢ 270 137 184 15 108 45 27 784 
27 262 120 195 $2 114 42 27 792 

} 
Year Printing Salary of | Payments to Clerical Supplies Totals 
editor contributors 

1911 $2495.18 $1500.00 £1820.25 865.50 $413.51 86730. 59* 

1912 5220.83 1500.00 1114.50 794.89 292.68 6922.90 

1913 3328.01 1500.00 1268.35 983.09 895.10 "404.55 

1914 3023 .62 1500 .00 1312.25 1236.29 $59.18 7531.34 

| 1915 2834.91 1500.00 1210.00 1171.87 286.86 70038 .64 
1916 $257 . 27 1500.00 1423.00 1173.93 839.86 7694.06 

1917 8762.37 1500.00 267 .00 1151.30 $26.01 8606.68 

| 1918 $497 .73 1500.00 1203.25 1260.06 $32.73 7793.77 
1919 5049.50 1500.00 1231.50 1325.93 347.84 9454.77 

1920 | 6656.31 1500.00 1122.75 1595.64 8307.20 11181.90 

1921 5646.97 1500.00 64.50 1472.50 319.97 9003.94 
1922 4795.28 1500.00 1370.00 814.77 7980.05 

1923 | §032.59 1500.00 1650.09 $57.86 8620.54 

1924 5423.28 1500.00 1110.25 1464.01 305.32 9802.86 

1925 5713.01 1500.00 1133.50 1757.32 406.36 10510.19 

1926 | 5332.24 1500.00 1128.00 1589.86 523.43 9873.53 

1927 | 5619.20 1500.00 | 1018.75 1806.50 297.25 10236 .70 


* Includes $136.15, traveling exnenses of editors. 
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NINTH ANNUAI [IE JOINT ADVISORY COMMIT. 
rEE TO T! [HE CENSUS FROM THE 
MEI ICAL AND AMERICAN 

SSOCIATIONS 


In 4 n o Associations represented by the Ad 
visory ( I t the intercensal period is one in 
which ara late which in the opinion of th 
Director Committee together for conferenc 
In 1927 t Joint moned twice to Washington, and 
sessions were he n November 11 and 12. Thes 
meetings ha customary at this period in th: 
decade because of r of the Census, in addition 
minor problems of licy in connection with current in 
quiries, has con I \dvisory Committee concerning 
content and form been preparing to submit, thro 
the Department of for consideration by the Census 
Commit f the H ecuring legislation for the Fifteent! 


l’] popula vith its large decennial increase 
has now reached s n excess of a hundred million 
Het thes m nsus of all the inhabitants of th 

is opin on of the Director of the 
Census this raised , her it was not advisable to devote 
the activities of t nsus to population alone. This 
and other pr b] I vith the representatives of th 
two Associations is own studies and the advice 
of the Cor tec I will be made in the general 
schedule f the ] vities of the Bureau are likely 
be confined to ] e, the two main inquiries, v 
the possible a t bution. The industrial census is 
now provided for nsus. ‘The Committee, however 
is o rse mere r he Director’s final recommenda 

ons will in Lue ngress as indicated. 

} r attentio1 the fact that this is the ninth an 
nual report whi me of which. during the earlier life 
of the Advis ( nted form and were documents of 

ome lengt! j r It of many Committee meetings 
held during es or tabulations, when a grt 

number of s n and thus the advice of the Ad 
visory ( et t. It is extremely gratifying to us 
in referring to the 1ittee, to emphasize the fact that of 
the many mmitt haracter which were formed during 
and just after tl ( your representatives are the onls 
remaining adviso1 ntinued in active service—a definite 


contact body betv atistical organization of the federal 


Cel 
| 
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Government and the two great national associations by their purpose and 


TT membership espec ially interested in statistical work. The Director has 
n good enough to express at frequent intervals his appreciation of the 
ce which has been rendered and his gratification in relying upon thi 
Committee for expert advice in connection with problems, large and small, 
h arise in a Bureau of the importance and with the ramifying interests 
Ad the census. 
"= It has been possible for the Committee on some occasions, by reason of 
il relationships, to be of practical assistance. One small problem which 
7 given the Bureau considerable embarrassment for a number of decads 
is been the determination of rural population in three of the New England 
tates, where the boundaries of towns did not permit of the sharp separation 
r a classification of urban as twenty-five hundred and over and rural 
ts inder twenty-five hundred population, and in consequence the figures 
n ploye d for those three states have not clearly in ited the real separation 
rural and urban population. ‘Through the efiorts of your Committe: 
s problem has been met in the state of New Hampshire by drafting a Bill 
i nstructing town officers to designate boundaries in certain towns which 
ld be used as the determination of urban population. ‘The form of this 
Bill was approved by the Director as embodying an effective plan of pro- 
= edure, and the Bill, at the request of the Governor, was pa ed by the 
‘ Legislature, so that this defect in New Hamp hire urban and rural classi 
tfons will be remedied at the next census, and the Bill is being used as a 
el for the other two states, in which it is f lly expected that acts of 
ilar import will be passed at the approaching sessions of the Legislatures 
Massachusetts and Rhode Island. 
(he Committee desires to express its keen regret at the retirement of 
: Professor Allyn A. Young, who, with one or two others still members of 
Joint Committee, was instrumental in arranging for this successful and 
g-continued contact. Professor Young's departure from this country 
ide his retirement necessary shortly before the expiration of his current 
erm of service, and I am instructed by the Director to express to the As 
; sociation his deep appreciation of Professor Young’s long-continued service 
nd the great value of his wide experience and great ability in dealing with 
ensus problems. 
;, In conclusion, the Committee desires to remind you that the value of the 
lose co-operation now existing between the Bureau and the two Associations, 
I vhich the Director has utilized with much skill and thought, depends in 
nes large measure upon the previous knowledge possessed by the representatives 
. f the two Associations as to census problems, so that they can be appealed 
\ to for advice based upon pre vious knowledge and experience derived either 
from having been connected with the Bureau in earlier activity or else from 
having been workers in statistical material prepared by the Bureau. Success 
5 in future years of this co-operation will be assured if the two Associations 
5 will establish this requirement as an important qualification for election. 
- Again we desire to pay our sincere tribute to the Director of the Census 
ral for the unusual sagacity and skill with which he conducts the Bureau through 
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thought which he gives to the 


Bureau and to the quality of the 


vernment service. ‘The memory 
, vour Joint Committee go back 
; r opinion, including that of Profes 


" for England, the Bureau in our 


in it is at present being con 
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REPORT OF THE REPRESENTATIVES OF THI] 
ON THE SOCIAL SCIENCE RESEARCH 
[he attention of the Association is called to the Third Annual Report 


Research Council, which has been printed and dis 


ASSOCIATION 
COUNCIL 


the Social Science 
ited to the membership of the Association. This report gives a complete 
itement of the activities, research projects, and financial aid to research 
it have been fostered by the Council during the past vear Instead of 


iings, we recomnmice nd that tl 


igesting this report for the Proce 1e members 
ilt the full statement made by the Council. 
Respectfully submitted, 
GeorGe FE. Barnett 
Horace SEcrRIst 
W. W. Srewarrt 
JOINT COMMITTEE ON ABSTRACT JOUI 
SCIENCES 


Report was made that an Abstract Journal of the Social Sciences had been 


OF SOCIAL 


nderwritten for a pe riod of ten vears and that a sum of 2500000 had been 


led for this purpose. The joint committee which had carried on the 
preliminary work in connection with this project requested that the American 
Economic Association appoint a committee to advise with the Organizing 
Committee in respect to personnel, classification, sul 


ibseription rates, ope rat 
ng plan, etc. 


REPORT OF REPRESENTATIVES TO THE AMERICAN COUN( 
OF LEARNED SOCIETIES 


Your delegates to the American Council of 


IL 


Learned Socities submit the 
lowing report regarding the activities of that Council during t] 


e calendar 
ar of 1927: 


(he Council is the American member of the International Union of 


\cademies and was represented at the annual meeting in Brussels by its 
Executive Secretary and a delegate. There is proposed a survey of current 


bliography covering the field of the Academies and similar bod 
ng the Union. The proposal wa 


Wes compos 
s approved and the Council asked to under 


ike the compilation for American countries 


Negotiations for enlarging the Union by adding the Academies of the Cen 
tral Powers are in progress, with the American delegates urging that an 


nvitation satisfactorily worded be extended to them. The 
ng that result in the near future seems hopeful 


The Dictionary of American Biography, an outcome of work of 
mittee of the A.C.L.S. and based upon a generous subvention from the 
Vew York Times, is in course of preparation. It will fill about 


a com 


twenty 


volumes octavo, the first of which is expected to appear in the summer of 


929; thereafter, about three volumes a year are to be published. 


‘Abstract prepared by the Editor. 


the 
: 
ACK 


ration 


listributed the sum of $5,000 


17 


ller Memorial in twenty-on 


holars engaged on resear 


ocial sciences, financed by a 
hing completion. 
begun to study, with the he] 
now in the United Sta 
ntries; and has made m 
de for the administra 
$25,000 a vear for 
permanent he idquarte r 
secretary and funds 
pecial committees. 
tfully submitted, 
W. F. Wiritcox 
E. F. Gay 
Delegate: 
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\BSTRACT FROM PROFESSOR SELIGMAN’S REPORT ON THE 
ENCYCLOPEDIA OF THE SOCIAL SCIENCES 
After giving a brief historical sketch of the steps taken in formulating 
plan for the /ncyclopedia and of securing the necessary financial sup 
rt, Professor Seligman outlines the work that has been accomplished dur 
g the past year as follows: 


“In the first place, in order to test out the possibilities of the enterprise, the 


prepared a Memorandum embodying the salient features of the project and 
iding letters of approval from distinguished well-wishers. ‘This was sent out to 
it twenty thousand members of the various societies, with an in ition to sub 
e to the work. Much to his gratification, approximately two thousand sub- 


tions were received—a fact which may be considered as insuring the financial 
sibilities of publication. 
Ihe second point pertained to the organization of the work. Under this head 
is necessary to make a four fold provision. The first involved the selection of 
taff. After much deliberation the editor invited Dr. Alvin S. Johnson, director 
he New School for Social Research and with much experience in encyclopedia 
k, to become assistant editor, and with some difficulty prevailed upon him to 
nt. Dr. Alexander Goldenweiser was selected as associate to advise in the 
ad fields outside of economics proper. Miss Mary E. Gleason was selected 
m amid a host of applicants for the position of secretary. A number of younger 
en d women, well trained in philosophy and social science, were chosen tem 
irily to begin work under the direct supervision of Dr. Johnson. 


‘The third point was the provision for the business end of the organization 
; that the best legal advice was indispensable, the firm of Sullivan and 
Cromwell, of New York, was retained. With their help the enterprise was incor 
rated as Encyclopedia of Social Science, Inc., and a temporary organization wa 
ted. Finally, a highly satisfactory arrangement was made for the custody 
the funds whereby we were enabled to receive from one of the leading banks 


e country considerably more than the ordinary rate of interest 
“With the completion of these formalities the work was now started in earn 
assistant editor was able 


During the summer of 1927 this assumed two forms. ‘The 
to perfect a plan for the preliminary or spade work, which in our opinion wa 
th economical and efficient. After considerable testing out, a force of six scholarly 


tants was retained for the details of the work; while Dr. Goldenweiser looked 

er some of the larger aspects of the enterprise. 

“On the other hand, the editor went to Europe in order to enlist the support 

the leading European scholars. In the course of a trip which included virtually 
| the important universities from Oslo to Florence, he conferred with hundreds of 
the most distinguished colleagues scattered throughout Europe. He was _ both 
tonished and heartened by the enthusiasm that was manifested on all sides and by 
e readiness of virtually everyone to lend his hearty co-operation in what was recog 
zed to be not only a gigantic project but one which would be of signal importance 
to the progress of the social sciences throughout the world. 

“In the autumn of 1927 the time came for permanent organization Accordingly, 
rovision was made for a Board of Directors of twenty-one members, eight lay 

d thirteen academic, the latter to be selected by the constituent societies. We 
ere fortunate in securing for the lay directors eight of the foremost figures in in 
dustry, finance and law. The permanent members of the corporation include, in 
iddition to the editor and assistant editor, three representatives from each of the 
mstituent societies. In this way the conduct of the entire enterprise lies in last 
instance in the hands of a joint committee composed of representatives of the con 
tituent associations. Inasmuch as it was important to have the directors fairly 
close to New York, it will be found that while the Joint Committee includes in- 
dividuals from every section of the country, the directors are found primarily 

the eastern third of the country. 

“Provision was also made for the selection of a Board of Advisory Editors 


Abstract prepared by Editor. 
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believe, however, that by careful specification of the field of each article, 
ned to preclude duplication and to eliminate matter of a curious rather than a 
tific interest, we can cover the field adequately within the limits prescribed 

The ty} eal article will be brief. Most blogray hies of scholars will have to be 
t down to 250 words or less. Other articles will range as a rule from 500 to 


) words. Very important ones, covering a wide field, may run as high as 


0 or even 25,000 words. This will especially be the case with articles requiring 
tensive statistical tables, like wages, public finance, and transportation 

For the sake of giving unity to the work, it is proposed to equip it with an 

nded introduction, occupying perhaps 200 pages, with the following general 
1. An account of the plans and purposes of the present work. 
» A history of encyclopedia making, with an appraisal for social scientific uses, 


of the encyclopedias now in general use. 

3. A history of the social sciences, analyzing by periods from the time of the 
Greeks the chief content of social science, the institutional situation (e.g. city, 
state, world empire, absolute monarchy, constitutional government, lavery, serf 


dom, free labor); the general movement of thought, religious, philo ophical, Sci 

entific; the methods employed It is proposed that this work be subdivided 
mong scholars who have specialized in the intellectual history of the several 
riods. 


“The object of this section will be to exhibit, in historical, and so far as mav be 
in non-controversial fashion, the filiation of the social sciences and their con- 
temporaneous relationship; their dependence on the institutional and general 
ntellectual situation, the methodology actually employed. Naturally the plan 
] a progressive extension of scope with the successive periods. Prob 
bly one-half the total space will be absorbed by the contemporary period, in 
hich we have on the one hand a striking tendency toward subdivision and 
pecialization of method and technique, and on the other hand a_ powerful 
neral ntif method 


at 


tendeney toward synthesis and criticism in terms of ge 

4. An analvsis of the terminology of the social sciences, historical and comparative 
This will be a relatively compact section, but of great importance in relation 
to the problems of method. 

5. A rigorously selected bibliography, covering the works of primary importance 


in the development of the social science 


he chief work of the staff through the summer and fall has been to assemble a 

t topics for the entire work, and to form tentative plans for the treatment of 
ch topic and to assign it a space valuation. Two supplementary methods have 
heen emploved. The first is to make a systematic analysis of a science or of a section 
cience, e.g. anthropology, the labor problem, and to organize it in top uitable 
encyclopedia treatment. The other is to survey the various encyclopedias and 
ther reference books, note the topics treated, the methods of treatment, the relation 


to other topics and the space. On the basis of such data we have made up cards 
icating the character of article needed, the space required, cross references, et 


naicatif 
cetera By comparison of the varior topics we are able to determine how ade 
y each group covers its part of the field. 

“We have already listed the more important topics throughout the wor! For 
the early volumes much intensive work has been done, and we are confident that we 

e on our list nineteen-twentieths of the topics that will have to be treated 

“At the outset we classified our material as falling under the several sciences, 
economies, social psychology, et cetera, and tried to discover some rule of proportion 
for the distribution of space. In the actual presence of the material, classification 

1 apportionment lose their definiteness and rigidity. Such a topic as wages, for 
example, may be classified as economic, but the method of treatment must involve 
tatistical, historical and sociological methods. David Hume may be accredited to 
philosophy, but he is very important for political science and economics. Pyschologi- 
cal methods will have to be employed widely in political, social and economic topics 
When the encyclopedia | been written, it is safe to say, no one will be able to de 
termine what proportion of the total space has gone to one science, what propor- 
tion to another. We are trving to give each topic, wherever it falls, as adequate 
pace as its importance and the nature of the material demand. 

“A common method of hack reviewers of encyclopedias is to make comparison 
of the space accorded to articles of varying importance. If a topic of greater im- 
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REPORT OF THE JOHN BATES CLARK FESTSCHRIFT 
COMMITTEE 
[he committee of the American Economic Association to commemorate the 
htieth birthday of John Bates Clark begs to report as follows: When the 
nmittee considered the most appropriate way of celebrating the eightieth 
nniversary of the birthday of Professor John Bates Clark, it was mindful 
the fact that a somewhat similar committee composed largely of his per 
11 friends was preparing a testimonial dinner in his honor. Our com 
tee therefore decided that the best plan would be to arrange for what 
Germans call a Festschrift and for which we have unfortunately no 
responding name in English. 
[he committee delegated one of its own numbers, Professor Hollander, 
ict as editor in chief of the projected volume. No diff ulty was en 
intered in securing contributions to the volume and in November, 1927, 
appeared under the title of Economic Essays contributed in honor of 
John Bates Clark. ‘The volume was published in behalf of the American 
Economic Association by the Macmillan Company. 
Immediately after the annual meeting in Washington, which Professor 
Clark was unfortunately unable to attend, the committee met as a body 
proceeded on January 2 to the residence of Professor Clark where a 
rntl presentation of the volume was made. ‘The inscription read: To 


‘fessor John Bates Clark in grateful appreciation of his eminent con 


tions to economic science, this volume is presented in the name of the 
\merican Economic Association by the committee.” The name of each 
ber of the committee then followed. 
The presentation speech was made by Professor Ely who spoke som« 
it as follows: 

Our errand is a pleasant one. We come here representing your many 
ends in the American Economic Association to present to you a book 
ten in honor of your eightieth birthday. This book we call a Festschrift. 
are obliged to use a German word which is becoming English, if not al 
ly English. This is no memorial volume but it is a volume written 
ior you while you are still active among us. We hope, indeed, that you 
e many years of unimpaired vigor before you to lead us in the develop 

nt of economics in this country. 
Chis book is an evidence of the esteem in which we hold you. We admire 
ou for your many years of constructive work during which you have held 
firmly to the highest ideals of scholarship. But your scholarship has not been 
cold and impersonal. You have been animated by that humanitarianism which 
iracterizes modern economics. This was clearly brouglit out in your early 
book, The Philosophy of Wealth. What you there began you have continued 
because you laid in that book, as well as in your early articles, a firm founda 
tion in conscientious, scholarly work. This stimulated your contemporaries 
ind this is an inspiration to the younger generation who are following us. 
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Historical Sketch of the Finances of Pennsylvania By T. K. Worthington 
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Eighth Annual Meeting: Handbook and Report. Pp. 178. 50 
The Theory of Economic Progress, by J. B. Clark; The Relation of Changes 
. in the Volume of the (¢ urrency to Pro perity, by F. A. Walker 
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The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by 
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rhe General Property Tax in California. By C. C. Plehn. Pp. 88 
\rea and Population of the United States at the Eleventh Census. By W. F 
Willcox. Pp. 60. 
\ Discussion Concerning the Currencies of the British Plantations in America, 
ete. By William Douglass. Edited by C. J. Bullock. Pp. 228. 5 
Density and Distribution of Population in the United States at the Eleventh 
) Census. By W. F. Willcox. Pp. 79. 5 
24 ; Volume IIT, 1898 
enth Annual Meeting: Handbook and Report. Pp. 136 5 
Government by Injunction. By William H. Dunbar. Pp. 44 5 
2. Economie Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118 50 
} rhe Ohio Tax Inquisitor Law. By T. N. Carver. Pp. 50 5 
1. The American Federation of Labor. By Morton A. Aldrich. Pp. 54 5 
Housing of the Working People in Yonkers By E. I sogart. Pp. 82. 5¢ 
The State Purchase of Railways in Switzerland. By Horace Michelie; trans 
} lated by John Cummings. Pp. 72 50 
} Volume IV, 1899 
Eleventh Annual Meeting: Handbook and Report. Pp. 126. 5 
I. Economics and Politics. By A. T. Hadley. II. Report on Currency 
Reform. III. Report on the Twelfth Census. Pp. 70 50 
2. Personal Competition. By Charles H. Cooley. Pp. 104 5 
Economics as a School Study. By F. R. Clow. Pp. 72 50 
1-5. The English Income Tax. By J. A. Hill. Pp. 162 I 
- Effects of Recent Changes in Monetary Standards upon the Distribution of 
Wealth. By F. S. Kinder. Pp. 91. 50 
NEW SERIES 
; **The Cotton Industry. By M. B. Hammond. Pp. 882. (In cloth $2.00) 1.50 
_ 2. Scope and Method of the Twelfth Census. Critical discussion by over twenty 
statistical experts. Pp. 625. (In cloth $2.50) 2.06 


THIRD SERIES 


Note.—During 1896-1899 the Association issued its publication in two series, viz., 

he bim mthly Economic Studies, and the “New Series” of larger monographs printed 
1.2 it irregular intervals. In 1900 it reverted to the policy of issuing its monogra} hs, 

i now called the “Third Series” of the publications at quarterly intervals. 

25 Price per volume $4.00. A special rate will be made to libraries on application 
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Part 1I[—Papers and Discussions on Government Interference with Industrial 
Combinations; Regulation of Railw iy Rates; Taxation of Railway 

Preferential Tarifi nd Re cipr city; Inclosure Movement Economic 
History of the United States. Pp. 270. 1.00 
3g. **The History ind Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 1.00 


4. Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 


Volume VII, 1906 
Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth 
nd the Public Service; Theory of Distribution; Government Regulation 
of Railway Rates; Municipal Ownership; Labor Disputes; The Eco 


nomic Future of the Negro P} 325 1.00 
® Railroad Rate Control By H. S. Smalley Pp. 147 1.00 
- On Collective Phenomena and the Scientific Value of Statistical Data By 
E. G. F. Gryzanovski. Pp. 48 75 
Handbook of the Association, 1906. Pp. 48 25 
{ [he Taxation of the Gro Receipts of Railw ys in Wisconsin By G. |} 
Snider. Pp. 138. 1.00 


Volume VIII, 1907 


Nineteenth Annual Meeting: Papers and Discussions on Modern Stand 
ards of Business Honor; Wages as Determined by Arbitration; Com 
mercial Education; Money and Banking; Western Civilization and Birth 
Rate; Economic History; Government Regulation of Insurance; Trusts 


ind Tariff; Child Labor. Pp. 268 1.00 

. ® Historical Sketch of the Finances and Financial Policy of Massachusetts 
- from 1780 to 1905. By C. J. Bullock. Pp. 144. 1.00 
Handbook of the Association, 1907. Pp. 50. 25 
3. The Labor Legislation of Connecticut. By Alba M. Edward Pp. 322 1.00 
4. The Growth of Lar Fortunes. By G. P. Watkins. Pp. 170 1.00 

Volume IX, 1908 

Handbook of the Association, 1908. Pp. 49. .25 

1.25 |. ‘Twentieth Annual Meeting: Papers and Discussions on Principles of Govern- 

l ment Control of Business; Are Savings Income; Agricultural Economics; 
Money and Banking; Agreements in Political Economy; Labor Legisla- 
tion; Relation of the Federal Treasury to the Money Market; Public 
Service Commissior Pp. 311. 1.25 

l 2. Chicago Traction. By R. E. Heilman. Pp. 131 1.00 

Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 1.00 
‘Progressive Taxation in Theory and Practice. Revised Edition. By E 
l R. A. Seligman. Pp. 334. (/n cloth $1.76.) 1.25 
1 Volume X, 1909 
1. ‘Twenty-first Annual Meeting: Papers and Discussions on The Making of 
Economic Literature; Collective Bargaining; Round Table on Account 
ing; Labor Legislation; Employers’ Liability; Canadian Industrial 
Disputes Act; Modern Industry and Family Life; Agricultural Eco 
nomics; Transportation; Revision of the Tariff; A Central Bank; The 
National Monetary Commission; Capitalization of Public Service Cor- 
porations in Massachusetts. Pp. 482. 1.50 
A 2. Handbook of the Association, 1909. Pp. 59. 25 
3. The Printers. By George E. Barnett. Pp. 379. (In cloth $2.00.) 1.50 
i 4. Life Insurance Reform in New York. By W. H. Price. Pp. 95 75 
‘ Volume XI, 1910 
1. Twenty-second Annual Meeting: Papers and Discussions on History of the 
Association; Observation in Economies; Economic Dynamics; Theory 
of Wages; Country Life; Valuation of Public Service Corporations ; 
Trusts; Taxation. Pp. 386. 1.50 
Handbook of the Association, 1910. Pp. 79. 25 
3. The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229 1.25 
4. The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178 1.00 
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Volume VI, 1916 
\merican Economic Review, **March, **June, Sept mber, and ** December; 
each, 
**Supplement.—Twenty-eighth Annual Meeting: 
Papers and Proceedings. rhe Apportionment of Representative 
effect of the War on Foreign Trade; Budget Making and the Increased 
Cost of Government; Economic Costs of War; Economic Theorizing 
and Scientific Progress; The Role of Money in Economic Theory; Price 
Maintencace; Investment of Foreign Capital. Pp. 248 
Supplement.— Handbook of the Association, 1916. 


Volume VII, 1917 
| American Economic Review, March, June, Septe mber, and December; 
each, 
Supplement.—Twenty-ninth Annual Meeting: 
Papers and Proceedings. ‘The National Point of View in Economics; 
Landed Property; Two Dimensions of Economic Productivity; Some 
Social Surveys in Iowa; The Land Problem and Rural Welfare; The 
Federal Farm Loan Act; Statistics of the Concentration of Wealth; 
Gold Supply at the Close of the War; Loans and Taxes in War Finance; 
Problems of Population after the War; Some Phases of the Minimum 
Wage. Pp. 275. 
Ss lement.—Index to the Publications, 1886-1910. 


Volume VIII, 1918 
\merican Economic Review, March, June, September, and December; 
each, 
ment.—Thirtieth Annual Meeting: 
Papers and Proceedings. Economic Reconstruction; Federal Taxes 
upon Income and Fxcess Profits; Land Utilization and Colonization ; 
Federal Valuation of Railroads; Coordination of Employment Bureaus; 
Control of the Acquisition of Wealth; Motives in Economic Life; Price 
Fixing; Problems of Governmental Efficiency; Economie Alliances and 
Tariff Adjustments. Pp. 317. 


Volume IX, 1919 
fhe American Economic Review, **March, June, September, and December; 
each, 
*‘Supplement.—Thirty-first Annual Meeting: 
Papers and Proceedings. Economists in Public Service; Interest on 
Investment a Manufacturing Cost Factor; Control of Marketing 
Methods and Costs; War and the Supply of Capital; War and the 
Rate of Interest; Index of the Cost of Living; Securing the Initiative 
of the Workman; A Legal Dismissal Wage; After-War Gold Policies; 
Foreign Exchange; Stabilizing the Dollar; Tenancy of Landed Prop- 
erty; Price-Fixing; Economic Theory in an Era of Readjustment; 
Psychology and Economics; The Open Door and Colonial Policy; Re- 
ports of Committees on Foreign Trade and Purchasing Power of 
Money. Pp. 368. 
**Supplement No. 2.—Report of the Committee on War Finance. Pp. 142. 
Supplement No. 3.—Handbook of the Association, 1919. 


Volume X, 1920 
e American Economic Review, **March, June, September, and December; 
each, 
Supplement.—Thirty-second Annual Meeting: 

Papers and Proceedings. Excess Profits Taxation; Germany’s Rep- 
aration Payments; International Supervision over Foreign Investments; 
Results of a Balanced Industrial System; Employee’s Representation in 
Management of Industry; Prices and Reconstruction; Banking Policy 
and Prices; Large-Scale Marketing: Reports of Committees on Foreign 
Trade, Coérdination in Taxation, Census Advisory Committee. Pp. 278. 

Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244. 
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Volume XVII, 1927 
\merican Economic Rey ew, March, June, Septembe r. ind December: 
each, 1.25 
lement.—Thirty-ninth Annual Meeting: 
Papers and Proceedings. Economics of Prohibition; Economic History; 
Use of the Quantitative Method in the Study of Economic Theory; 
Present Day Corporation Problems; Americ in Practices Analagous to 
Foreign Controls over Raw Materials; Marketing; Interest Theory and 
Price Movements; Problem of Effective Public Utility Regulation; Im 
migration Restriction—Economic Results ; Prospects; Family Budg 
ets; Motor Transportation in the United State Pp. 218 1.25 
Supplement No. 2.—Report of the Dinner in Honer of Professor John Bates 
Clark. Pp. 18 50 
Volume XVIII, 1928 


American Economic Review, March, June, September, and December; 


Supplement.—Fortieth Annual Meeting: 
Papers and Proceedings. Land Economics; Marketing; Present Status 
and Future Pro pects of Quantitative Economies; P« 
tions of Commodity Prices; Relationship between Departments of 1 
nomies and Collegiate Schools of Business; Economic History: Sin 
fication of the Federal Income Tax; Economie Significance of the hl 
creased Efficiency of American Industry; An Approach to the Law of 
Production and Its Relation to the Welfare of the Wage-Earnet 
Meaning of Valuation; Railroad Valuation wit} Special Reference to 
the O'Fallon Decision; Interest Rates as Factors in the Business Cvele; 
Should the Debt Settlements be Revised; An Examination of the Rea 


sons for Revisfon of the Debt Settlements. 1.25 
Supplement No. 2.—Handbook of the Association, 1928 2.00 


The American Economic Association, founded, among other purposes, for “the 


} 


f iragement of economic research “t} 


ind e encouragement of perfect freedom 


if economic discussion,” has about three thousand members, including public and 


fessional men and most of the leading students of political economy in America 


Membership dues are five dollars a year. Each member receives all current reports 
d publications of the Association. 


Address all orders for publications, applications for member hip, and inquiries 


SECRETARY OF THE AMERICAN ECONOMIC ASSOCIATION 
Northwestern University, Evanston, Illinoi 
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AMERICAN ECONOMIC ASSOCIATION 


The American Economic Association is an organization composed of 
ms interested in the study of political economy or the economic 
ises of political and social questions. As may been seen by examining 
list of members and subscribers printed in this supplement, not only 
all the universities and the most prominent colleges in the country 

sented in the Association by their teachers of political economy 
| related subjects, but a large number of members come from among 


ness men, journalists, lawyers, men in public life, and others in- 


terested in the theories of political economy, or, more often, in their 


lications to social life. There are, further, over eight hundred 
sscribers, including the most important libraries of this country. 
The Association has besides a growing representation in _ foreign 
countries. 

fhe annual meetings give opportunity for social intercourse; they 
ate and cement acquaintanceship and friendship between teachers 
different institutions, and bring into touch with each other students and 
siness men interested in the social and economic problems of the day. 
he meetings aim to counteract any tendency to particularism which 
vraphical separation and diverse interests might otherwise foster. 


ie annual meeting for 1928 will be held in Chicago, Illinois, during the 
Christmas holidays. 
The Publications of the Association, a complete list of which is printed 
at the end of this supplement, were begun in March, 1886. The first 
series of eleven volumes was completed by a general index in 1897. The 
second series, comprising two volumes, was published in 1897-1899, and 
in addition thereto the Association issued during 1896-1899 four volumes 
f Economie Studies. In 1900 a third series of Quarterly Publications 
was begun with the Papers and Proceedings of the Twelfth Annual Meet- 
, and was continued through 1910 with ample amount and variety of 
atter. The Economie Bulletin, issued quarterly and devoted to biblio- 
graphy and current notes, was also published by the Association during the 
three years, 1908, 1909, and 1910. 
In 1911 the Association began publishing the American Economic Review, 
quarterly journal devoted to articles on economic subjects, reviews, ab 
racts of articles in current journals, and a classified bibliography of econ- 
omic publications. During the eighteen years of its existence, the Review 
has made a place for itself among the scientific journals of the country. 
The American Economic Association is the organ of no party, sect, 
or institution. It has no creed. Persons of all shades of economic opinion are 
found among its members, and widely different views are given a hearing 


in its annual meetings and through its publications. 


Wit { i “ican Economic Revieu and 

» Sey t i \ tion receive no remunera- 

( e expended for the editing, 

1 for the annual meetings. 

| dues either as a subscription 
membership in a scient 


Shing valuable papers 


{ 
to 
econol l 


CHARTER AND BY-LAWS OF THE AMERICAN ECONOMIC 
ASSOCIATION 


[he charter of incorporation of the American Economic Association, incorporated in the 


District of Columbia, February 3, 1923, provides as follows 


I. The name of title by which the society shall be known is the American Economic 


Ass ition 


Il. The time for which it is organized is perpetual. 

111. The particular business and object of the society are as follows 
1. The encouragement of economic research, especially the historical study of t} 

tual conditions of industrial life; 


} 


2. The issue of publications on economic subjects; 


3. The encouragement of perfect freedom of economic discussion. The Association 
s such will take no partisan attitude, nor will it commit its members to any position on 
ractical economic questions 

IV. The number of its trustees for the first vear of its existence shall be fourteen 


The following by-laws have been adopted for the government of the Association 


I. MrMBERSHIP 


1. Any person interested in economic inquiry may, on the nomination of a member, be 
enrolled in this Association. 
2. There shall be four classes of members other than honorary; members paying an annual 


fee of $5.00; subscribing members paying an annual fee of $10.00; contributing members 

iying an annual fee of $25.00 or more; and life members comprising those members who con- 
tribute $200.00 or more in a single payment. Life members shall be exempt from annual fees. 
Members shall have each year the privilege of designating the class of membership the) 


ise for that year. 


Foreign economists of distinction, not exceeding twenty-five in number, may be 
elected honorary members of the Association 
4. Every member is entitled to receive, as they appear, all reports and publications of the 


4 


\ssociation. 
II]. Trustees 


The trustees of this Association shall not be less than fourteen or more than fifteen in 


imber, and the Board of Trustees shall be known as the Executive Committee. The Board of 


lrustees shall be composed of the persons elected as the Executive Committee at the time and 


place and in the manner set forth in the following by-law providing for the election of officers 


Ill. Orricers 
The officers of the Association, with the exception of Counsel, shall hereafter be elected 
at the annual meeting, and shall consist of a President, two Vice-Presidents, a Secretary, a 
Treasurer, and a Counsel, whose terms of office shall be one year; a Managing Editor whose 
term of office shall be three years; six members of the Editorial Board, six elected members of 
the Executive Committee, and three members of the Program Committee, whose terms of 
ffice shall be three years, and who shall be so classed that the term of one-third of the elected 


members of each committee and of the Editorial Board shall expire each year; provided that 


the office of Secretary and that of Treasurer may be filled by the same person. The Executive 
Committee shall consist of the President, the Vice-Presidents, the Secretary, the Treasurer, 
the Managing Editor, the three ex-Presidents who have last held office, and six elected mem- 


bers. The Counsel shall be elected by the Executive Committee and shall be a member of the 


bar of the District of Columbia. All officers shall hold office until their successors are chosen. 
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LIST OF MEMBERS AND SUBSCRIBERS 


*Life Members SContributing Members ore 
tHonorary Members Subscribers 
Note The figure san pare nthese iff 


mtinuous men 


\. B. GLeervupska, Univ. Bokhandeln, Societe Anonyme, Lund, 5 


\ Liprary, St. Benepict’s Atchison, Kan 
\ Ken icut No. 2862, Genzohara, Ohmori, near Tokyo, Ja 
_ Donan P., 1135 E. Glisan St., Portland, Ore. (1925 
, Eprru, Faculty Exchange, University of Chicago, Chicas II] 05 


r, JouNn B., Bellows Falls, Vt. (1927 


Acapemy Lisprary, Abo, Finland 


HAMSON, ALBERT, 521 Furnald Hall, Columbia University, N« York Cit 1927 
sTeIN, ASHER, 1014 Park PI., Brooklyn, N. 1922 
Antuur B., University of Oklahoma, Norman, Okla. (192 
us, James P., Brown University, Providence, R. I. (1921 


us, LEonarp W., 1027 Granger Ave., Ann Arbor, Mic! 19 
Apams, Tuomas S., 115 Everit St., New Haven, Conn. (1900 
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**Relations Between R ctr 
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4. The Taxation of the G1 ee = 
Pp. 1 1.00 
1. Nineteenth Annual Mee eS | 
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00 
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Pp. 268. 1 
2, Historical Sketch of the Finances and Financial Policy of Massachusetts from 1780 
to 1905. By C.J. Bullock. Pp. 144. l 
Handbook of the Association, 1907. Pp. 50, 
The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 322 l 
$. The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. l 
Volume IX, 1908 
Handbook of the Association, 1908. Pp. 49 
1. Twentieth Annual Meeting: Papers and Discussions on Principles of Government 
Control of Business; Are Savings Income; Agricultural Economics; Money 
and Banking; Agreements in Political Economy; Labor Legislation; Relation 
of the Federal Treasury to the Money Market; Public Service Commissions. 
Pp. 311 1 
2. Chicago Traction. By R. E. Heilman. Pp. 131. 1 
3. Factory Legisation of Rhode Island. By J. K. Towles. Pp. 119. F 
4. **Progressive Taxation in Theory and Practice. Revised Edition. By E. R. A 
Seligman. Pp. 334. (Jn cloth $1.75.) l 
Volume X, 1909 
1. Twenty-first Annual Meeting: Papers and Discussions on The Making of Econo- 
mic Literature; Collective Bargaining; Round Table on Accounting; Labor 
Legislation; Employers’ Liability; Canadian Industrial-Disputes Act: Modern 
Industry and Family Life; Agricultural Economics; Transportation; Revision 
of the Tariff; A Central Bank; The National Monetary Commission; Capital- 
ization of Public Service Corporations in Massachusetts. Pp. 432. 1. 
2. Handbook of the Association, 1909. Pp. 59. 
3. The Printers. By George E. Barnett. Pp. 379. (In cloth $2.00. | 
4. Life Insurance Reform in New York. By W.H. Price. Pp. 95. 
Volume XI, 1910 
1. Twenty-second Annual Meeting: Papers and Discussions on History of the Asso- 
ciation; Observation in Economics; Economic Dynamics; Theory of Wages; 
Country Life; Valuation of Public Service Corporations; Trusts; Taxation. 
Pp. 386. 
2. Handbook of the Association, 1910. Pp. 79. 
3. The Child Labor Policy of New Jersey. By A.S. Field. Pp. 229. l 
4. The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178 I 
THE ECONOMIC BULLETIN 
Published quarterly in 1908, 1909, and 1910, and containing personal notes, news of 
economic world, announcements of special lines of investigation, and a classified and ar 
tated bibliography of the current books and articles on economic subjects. 
Volume’ I, 1909. Fournumbers. 2.00; each 
Volume II, 1909. Fournumbers. $2.00; each 
Volume III, 1910. Four numbers $2.00; each 
FOURTH SERIES 
Subscriptions by non-members, libraries, etc., $5.00 a year 
Volume I, 1911 
The American Economic Review, ** March, June, September, and December; each, #1 
**Twenty-third Annual Meeting: Papers and Discussions on The Significance of a Com- 
prehensive System of Education; Money and Prices; The Ricardo Centenary; 
Accounting; Canals and Railways; Population and Immigration; Labor 
Legislation; Taxation; A Definition of Socialism; Competition in the Fur 
Trade. Pp. 338. 
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The American E icR r, December, eac! 1.00 Thea 
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lati rhe | S 
Migration; TJ P ( 
I 1.25 
The American I R r, and December; each, 1.2 
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Papers 1 Proce rity; The Rising Cost of Living 
Standard gt ; Theories of Distribution: *Suy 
I Pp. 155 1.2 ipp! 
Supplen ) 
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The American Economic Rev and each, 1.25 


Supplement I'wer nintl 


Papers and Proce¢ View in Economics; Landed 
Property; Two Din ity; Some Social Surveys The 
in Iowa; The Land | : e; The Federal Farm Loan Sup] 
ct; Statistics of t ( ri GoldS ipply at the Close of the 
War; Loans and Taxes s of Population after the War; 
Some Phases he \ 1.25 
Supplement.—| heP 35 
The American Econo: ic Re er, and **December; each, 1.25 
Supplement Phirtieth Anz 
Papers and Proceed truction; Federal Taxes upon Phe 
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Vol 
The American Economic Review, ** March 1.25 
**Supplement.—Thirty-first Annual Meeting: 
Papers and Proceedings. Economists in Publie Service; Interest on Invest- 
ment a Manufacturing Cost Factor; Control of Marketing Methods and Costs: 
War and the Supply of Capital; War and the Rate of Interest; Index of th 
Cost of Living; Securing the Initiative of the Workman; A Legal Dismissal 
Wage; After-War Gold Policies; Foreign Exchange; Stabilizing the Dollar 
Tenancy of Landed Property; Price-Fixing; Economic Theory in an Era of 
Readjustment; Psychology and Economics; The Open Door and Colonial 
Policy; Reports of Committees on Foreign Trade and Purchasing Power of 
Money. Pp. 368. 1.25 
**Supplement No. 2.—Report of the Committee on War Finance. Pp. 142. 50 
Supplement No. 3.—Handbook of the Association, 1919. 75 


Volume X, 1920 
Che American Economic Review, ** March, June, September, and December; each, 1.2 
Supplement.—Thirty-second Annual Meeting 
Papers and Proceedings. Excess Profits Taxation; Germany’s Reparation 
Payments; International Supervision over Foreign Investments; Results of a 
Balanced Industrial System; Employee’s Representation in Management of 
Industry; Prices and Reconstruction; Banking Policy and Prices; Large- 
Scale Marketing; Reports of Committees on Foreign Trade, Codrdination in 


Taxation, Census Advisory Committee. Pp. 278. 1.25 
Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244 2.50 


Volume XI, 1921 
Che American Economic Review, March, June, September, and December; each, 1.2 
Supplement.—Thirty-third Annual Meeting: 
Papers and Proceedings. The Railroad Situation; Our Foreign Trade PRalance; 
Problems of the Bituminous Coal Industry; Traditional Economic Theory; 
Non-Euclidean Economics; Federal Taxation of Profits and Income; Teach- 
ing of Elementary Economics. Pp. 194 1.25 
Supplement No. 2.—Karelsen Prize Essays, on What Can a Man Afford? Pp. 118 1.00 


Volume XII, 1922 
The American Economic Review, March, June, September, and December; each, 1.25 
Supplement.—Thirty-fourth Annual Meeting: 
Papers and Proceedings. Business Cycles; American Trade Unionism; The 
Railroads; Workmen’s Compensation; Federation in Central America; Teach- 
ing of Elementary Economics;The Chain Store Grocer; Economics and Ethics 


Pp. 194. 1.25 
Supplement No. 2.—Handbook of the Association, 1922. 1.50 


Volume XIII, 1923 


The American Economic Review, March, June, September, and December; each, l 


25 
Supplement.—Thirty-fifth Annual Mesting: 
Papers and Proceedings. Trend of Prices; Trend of Rate of Interest and 
Investment; Outlook for Wages and Employmer:!; Overhead Costs; Commer- 
cial Rent and Profits; Labor Turnover; Fractors in Wage Determinations; 
Income of Farmers; Large-Scale Production and Merchandising; Marketing 
Farm Products; Bureaus of Business Research. Pp. 293. 1.25 


Volume XIV, 1924 
The American Economic Review, ** March, **June, September, and December; each, 1.25 
Supplement.—Thirty-sixth Annual Meeting: 
Papers and Proceedings. International Trade and Commerical Policy; Railroad 
Consolidation; Economic Theory; Transportation; American Foreign Trade; 
Marketing. Pp. 192. ] 
Supplement No. 2.—Handbook of the Association, 1924. I 
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